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Public Law 88-272

AN ACT February 26, 1964

To amend the Internal Revenue Code of 1954 to reduce individual and corporate _ [H. R. 8363]
income taxes, to make certain structural changes with respect to the income
tax, and for other purposes.

Be it enacted EE, the Senate and House of Representatives of the
United States of America in Congress assembled, ¥

SECTION 1. DECLARATION BY CONGRESS.

It is the sense of Congress that the tax reduction provided by
this Act through stimulation of the economy, will, after a brief
transitional period, raise (rather than lower) revenues and that
such revenue increases should first be used to eliminate the deficits
in the administrative budgets and then to reduce the piblic debt.
To further the objective of obtaining balanced budgets in the near
future, Con by this action, recognizes the importance of taking
all reasonable means to restrain Government spen(s,ﬁ'tg and urges the
President to declare his accord with this objective.

SEC. 2. SHORT TITLE, ETC.

(a) Ssorr TirLe.—This Act may be cited as the “Revenue Act
of 1964”.

(b) Amenpment oF 1954 Cope—Except as otherwise expressl
provided, whenever in this Act an amendment or repeal is exp
in terms of an amendment to, or repeal of, a section or other pro-
vision, the reference shall be considered to be made to a section or
other provision of the Internal Revenue Code of 1954. BeA Bear; 3,

Title I —Reduction Of Income Tax Rates And
Related Amendments

PART I—INDIVIDUALS

SEC. 111. REDUCTION OF TAX ON INDIVIDUALS.
(a) Inpivipvars Oraer TaAN Heaps or Housenorps.—Subsection
(a) of section 1 (relating to rates of tax on individuals other than 26 USC 1.
heads of households) is amended to read as follows:
“(a) Rates or Tax on INpIVIDUALS.— -
“(1) TAXABLE YEARS BEGINNING IN 1964—In the case of a
taxable year beginning on or after January 1, 1964, and before
January 1, 1965, there is hereby imposed on the taxable income
of every individual (other than a head of a household to whom
subsection (b) applies) a tax determined in accordance with the

following table:
“If the taxable income is: The tax is:

Not over $500 169 of the taxable income.

Over $500 but not over $1,000__._____ §$80, plus 16.59; of excess over $500.

Over $1,000 but not over $1,500_ ... $1g2.% plus 17.5% of excess over
1,000.

Over $1,500 but not over $2,000_ ... $250, plus 189 of excess over $1,500.

Over $2,000 but not over $4,000______ $340, plus 209, of excess over $2,000.

Over $4,000 but not over $6,000______ $7m1m 23.59% of excess over

Over $6,000 but not over $8,000_ ... $1,21360 -plus 27% of excess over

Over $8,000 but not over $10,000_.__ SI.?Egbo‘blus 30.59 of excess over

Over $10,000 but not over $12,000____ 52,360. plus 349 of excess over
10,000.

Over $12,000 but not over $14,000____ Saal?..mglus 37.5% of excess over
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“If the taxable income is:

“If the taxable income is:
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Over $14,000 but not over $16,000- -
Over $16,000 but not over $18,000. .-
Over $18,000 but not over $20,000____
Over $20,000 but not over $22,000____
Over $22,000 but not over $26,000____
Over $26,000 but not over $32,000____
Over $32,000 but not over $38,000_.__
Over $£38,000 but not over $44,000_-__
Over $44,000 but not over $50,000___..
Over $50,000 but not over $60,000_-__
Over $60,000 but not over $70,000_ ..
Over $70,000 but not over $30,000____.
Over $80,000 but not over 300,000
Over $00,000 but not over $100,000-_ .
Over $100,000 but not over $200,000...
Over $200,000. . ____ = T T T ASE

[78 Star.

The tax is:

$3,790, plus 419 of excess over
$14,000.
$4,610, plus 445% of
$16,000.
$5,600, plus 47.6% of
$18,000.
$6,450, plus 50.5% of
$7,460, plus 53.5% of
$22,000.
$9,600, plus 569 of
$12,960, plus 58.5% of
$16,470, plus 619% of
$20,130, plus 63.5% of
,000.
$23,940, plus 669% of
$30,540, plus 6857 of
$60,000.
$37,390, plus 719 of
70,000.
$44.490, plus T3.59% of
,000.
$51,840, plus 75% of
$90,000.
$59,840, plus 76.6% of
$100,000.
$135,840, plus T7% of
$200,000.

1

exXcess oOver

excess over
excess over
excess over
excess over
excess over
excess over
eXCcess over
eXCess over
excess over
eXCess over
BXCess over
eXCess over
excess over

0XCess over

“(2) TAXABLE YEARS BEGINNING AFTER DECEMBER %1, 1964.—In
the case of a taxable year beginning after December 31, 1964,
there is hereby imposed on the taxable income of every in-
dividual (other than a head of a household to whom subsection
(b) applies) a tax determined in accordance with the following
ta/

le:

Not. over $000- - - oo
Over $500 but not over $1,000________
Over $1,000 but not over $1,500_____
Over $£1,500 but not over $2,000_____
Over $2,000 but not over $4,000_____
Over $4,000 but not over $6,000_____
Over $6,000 but not over $8,000_____

Over $8,000 but not over $10,000.__.
Over §10,000 but
Over $12,000 but

not over $12,000___
over 14,000 _.
not over $16,000.

not
Over $14,000 but
Over $16,000 bul. not over $18,000._
Over 15,000 hut: not over $20,000

Over $20,000 It not over $22,000 .

Over $22.000 but not over $20,000_
Over $26,000 bnt not over $32,000. .
Over $42.000 bhut not over $38.000_

Over $A8.000 hut not over $44,000

The tax is:

14% of the tuxable iucole.

$70, plus 159 of excess over $500.
$145, plus 169, of excess over $1,000.
$225, plus 17% of excess over $1,500.
$£310, plus 199 of excess over $2,000.
$690, plus 229 of excess over $4,000.

$1,180, plus 25% of excess over
$6,000.
$1,833i)0 plus 28% of excess over
,000.
$2,;190, plus 32% of excess over
0,000.
$2.830, plus 369 of exeess over
$12,000.
$3.500, plus 307%  of excess over
$14,000.
$4.330, plux 4279 of exceess  over
16,000.
$5,170, plns 457 of excess over
18,000. :
$6,070, plus 48% of excess over
£7,030, plns 309 of exeess over
$22,000.
9,030, plus 5397 of excess over
,000.
$12,210, plus 359 of excess over
000,
215,510, plns 582 of exce=8 over

$38.000.
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“If the taxable income is: The tax is:
Over $44,000 but not over §$50,000_-- $18'99?0b{)?m3 60% of excess
Over !5:?0,000 but not over $60,000.._ $22"‘59.00b0?1u5 629 of excess
Over $60,000 but not over $70,000-_- $2§g09:00b0?1u3 649 of excess
Over $70,000 but not over $80,000-_- s:-]gz}oﬁ’ﬂobo?lus 66% of excess
Over $80,000 but not over $90,000--- M;,ggﬂohofﬂus 689, of excess
Over $90,000 but not over $100,000-- Msshﬁggboplus 699% of excess
Over $100,000 §55,490, plus T0% of excess
$100,000.”

over

over

over

over

over

over

over

(b) Heans or Housenorps.—Paragraph (1) of section 1(b)
(velating to rates of tax on heads of households) is amended to read

as follows:

“(1) RATES OF TAX.—

“(A) TAXABLE YEARS BEGINNING IN 1964.—In the case of a
taxable year beginning on or after January 1, 1964, and be-

fore January 1, 1965, there is hereby im

on the taxable

income of every individual who is the head of a household a
tax determined in accordance with the following table:

“If the taxable income is:

Not over $1,000.
Over $1,000 but not over $2,000..-—-

Over $2,000 but not over $4,000__.__
Over $4,000 but not over $6,000_____

Over $6,000 but not over $5,000_____
Over $8,000 but not over $10,000.__
Over $10,000 but
Over $12,000

not over $12,000__
but not over $14,000__
Over $14,000

but not over $16,000__

Over $16,000 but not over $18,000__
Over $18,000 but
Over $20,000
Over $22,000
Over $24,000
Over $26,000

Over $28,000

not over $20,000__
but not over $22,000__
but not over $24,000__
but not over £26,000__
but not over $28,000__
but
Over $32,000 but
Over $36,000 but
Over $3S,000 but
Over $40,000
Over $14,000
Over $50,000
Over §32,000

not over $32,000._

not over $36,000__
over $38,000__
over $40,000__
over $44,000_.
over $30,000__
over $52,000__
over $60,000__

not
not
but not
but
but

not
not

but not

The tax is:

169, of the taxable income.
$160, plus 17.59% of excess

$1,000.
$335, plus 19% of excess
L000.
$715, plus 229 of excess
4,000,
$1,155, plus 28% of
$6,000.
$1,615, plus 27% of
8,000,
$2,155, plus 20% of
$10,000.
$2,735, plus 329% of
349 of

excess
excess
excess
eXCess
$12,000.
$3|375, p]us
$14,000.
$49055| pllls
$16,000.
$£4.805, plus
18,000.
$3,585, plos
20,000.
$£6,435, plus
$22,000.
$7,305, plus
$24,000.
$8.215, plus
6

excess
37.5% of excess
399% of excess
42.5% of excess
43.5% of excess
43.3% of excess
47%

48.5% of excess

of excess

$9,155, pius

$11,095, plus 31.5% of excess
$32.000.

313.1.2'::)‘3‘50 plus 33% of excess

$14,2i5. 'plus 1% of excess
$38,000.

$15,295, plus 569% of excess

sﬂ.:‘iés-, plus 58.5% of excess

"52;%13&0 plus 59.5% of excess

s..w_.23'5. .p!n.s 619 of excess
52,000.

)

over

over

over

over

over

over

over

over

over

over

over

over

over

over

over

over

over

over

over

over

over

over

6BA Stat, 6.

26 USC 1.
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“If the taxable income is:

Over £180,000 but not over $200,000__
Over  $200,000

“(B) TAXABLE YEARS BEGINNING AFTER DECEMBER

PUBLIC LAW 88-272—FEB. 26, 1964 [78 Srar.
“If the taxable income is: The tax is:

Over $60,000 but not over $64,000.- $27,115, plus 062% of excess over
Over $04,000 but vnot over $70,000_- &ﬂsogﬂg?oplus 63.5¢5 of excess over
Over $70,000 but not over $76,000-- $8§6:05mplus 65% of cxcess over
Over $76,000 but not over $80,000-- %;%Oﬁmoplus 66% of excess over
Over $80,000 but not over $88,000.. $39,945, plus 67% of excess over
tiver $88,000 but not over $90,000__ Mswgﬁﬁmplus 69% of excess over
Over $00,000 but not over $100,000-- $46 685, plus 69.5% ©XCess over
Over $100,000 but not over $120,000.-_ sﬁgm mglus T1% of excess over
Over $120,000 but not over $140,000.. $67,835, plus 72.59% of excess over
Over $140,000 but not over $160,000__ $8§3335 plu.s T4% of excess over
Over $160,000 but not over $180,000_— s,y excess over

$97, 185(,,0(1))1113 ™% of
$112,13300 plus 75.59% of excess

$180
$127,235, plus T7% of excess
$200,000

over

over

- i

1964.—1In the case of a taxable year beginning after Decem-
ber 31, 1964, there is hereby imposed on the taxable income
of every individual who is the head of a household a tax
determined in accordance with the following table:

Not over $1,000
Over $1,000 but not over $2,000_—_--
Over $2.000 but not over $4,000______
Over $4,000 but not over $6,000_ .-
Over $6,000 but not over $8,000_ .-

Over $8,000 but not over $10,000..-._
Over $10,000 but not over $12,000__-

Over $12,000 but not over $14,000____
Over $14,000 but not over $16,000_..——
Over $16,000 but not over $18,000..__
Over $18,000 but not over $20,000____
Over $20,000 but not over $22,000. .-~
Over $22,000 but not over $24.000____
Over $24,000 but not over $26.000____
Over $26.000 but not over $28.000____
Over $28,000 but not over $32,000_._-
Over $32,000 but not over $36,000.._-
Over £36,000 but not over $38.000____
Over $38,000 but not over $40,000____
Over $40,000 but not over $44,000__-
Over $4.000 hut not over §50,000----

The tax is:

149 of the taxable income.

$140, plus 169 of excess over $1,000.
$300, plus 189 of excess over $2,000.
$660, plus 209 of excess over $4,000.
$1.0éi0. plus 229, of excess over

,000.
$1,500, plus
000

$2,000, plus
10,000.

$2.540, plus
12

$3,160, plus
$14,000.

$3,800, plus
$16,000.

259% of
27% of
31% of
329% of
35% of

excess over

eXCess over
excess over
excess over
excess over
36% of
409 of
419 of
439 of
45% of
469 of
489, of

0% of

excess over

excess over

excess over

excess over

000.
$7.700, plus exXcess over
$26.000.
$8,600, plus
$28,000.

$10,440, plus

excess over

eXCess over
$12,360, plus
$36,000.
$13,360, plus
,000.
$14,400, plus

$40,000.
$16,520, plus
$44.000.

eXCess  over
52% of
53% of

oo of

excess over

excess over

exCess  over
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“If the taxable income is: The tax is:
Over $50,000 but not over $52,000.._- 61:%2’0@.111113 565 of excess over
Over $52,000 but not over $64,000...- $20,940, plus 58% of excess over
Over $64,000 but not over $70,000_--- Wﬁiﬂm 59% of excess over
Over £70,000 but not over $76,000_._— sa;%%om.mus 619, of excess over
Over $76,000 but not over $80,000____ 335.1800, plus 629 of excess over

Over $80,000 but not over $88,000.___ &?Tm'gblus 639% of excess over
Over $88,000 but not over $100,000__- $42.62'0. 'plus 649, of excess over
Over $100,000 but not over $120,000_ $50300, plus 06% of excess over
Over $120,000 but not over $140,000__ ssa.a%?mﬁlua 87% of excess over
Over $140,000 but not over $160,000__ STE}%&%IM 68 of excess over
Over $160,000 but not over $180,000_- SI)O.I!:)&J. plus 69% of excess over

.000.
Over $180,000__ $104,300, plus T09% of excess over
$180,000.”

SEC. 112. MINIMUM STANDARD DEDUCTION.

(a) GeneraL Rure—Section 141 (relating to standard deduction)
is amended to read as follows:
“SEC. 141. STANDARD DEDUCTION.

“(a) Sranparp Depuction.—Except as otherwise provided in this
section, the standard deduction referred to in this title is the larger
of the 10-percent standard deduction or the minimum standard
deduction. The standard deduction shall not exceed $1,000, except
that in the case of a separate return by a married individual the
standard deduction shall not exceed $500.

“(b) Te~N-PERCENT STANDARD DEDUCTION.—The 10-percent stand-
ard deduction is an amount equal to 10 percent of the adjusted gross
income.

“(c) Mintmum Staxparp Depucrion.—The minimum standard
deduction is an amount equal to the sum of—

“(1) $100, multiplied by the number of exemptions allowed
for the taxable year as a deduction under section 151, plus

“(2) (A) $200, in the case of a joint return of a husband and
wife under section 6013,

“(B) $200, in the case of a return of an individual who is not
married, or

“(C) $100, in the case of a separate return by a married
individual.

“(d) Margiep Inpiviovars Finine Separate Rervrns.—Notwith-
standing subsection (a)—

“(1) The minimum standard deduction shall not apply in the
case of a separate return by a married individual if the tax of
the other spouse is determined with regard to the 10-percent
standard deduction.

“(2) A married individual filing a separate return may, if
the minimum standard deduction is less than the 10-percent
standard deduction, and if the minimwm standard deduction of
his spouse is greater than the 10-percent standard deduction of
such spouse, elect (under ilations prescribed by the Secre-
tary or his delegate) to have his tax determined with regard to
the minimum standard deduction in lieu of being determined
with regard to the 10-percent standard deduction.”

31-667 O-65—5

68A Stat, 40.
26 USC 141.

26 USC 151.

26 USC 6013,

23
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68A Stat. 8.

26 USC 2.

Post, p. 129;
Ante, p. 23.

26 USC 3, 141,

Post, p. 110,

26 USC 144,

26 USC 6212,

26 USC 6504,

Post, p. 32.
26 USC a7.

Ante, p. 19,
26 USC 1.

26 USC 871.
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(b) AmenpmENT OoF SecrioNn 2.—The second sentence of section
2(a) (relating to tax in case of joint return or return of surviving
spouse) is amended by striking out “and section 3” and insert-
ing in lieu thereof “, section 3, and section 141",

(¢) AMENDMENTS OF SECTION 144.—

(1) The first sentence of section 144(b) (relating to change
of election of standard deduction) is amended to read as
follows: “Under regulations prescribed by the Secretary or his
delegate, a change of election with respect to the standard de-
duction for any taxable year may be made after the filing of the
return for such year.” :

52) Section 144 is amended by adding at the end thereof the
following new subsection :

“(c) Cuaxce or Errcrion Derrmwep.—For purposes of this title,
the term ‘change of election with respect to the standard deduc-
tion’ means—

“(1) a change of an election to take (or not to take) the
standard deduction;

“(2) a change of an election to pay (or -not to pay) the
tax under section 3; or

“(3) a change of an election under section 141(d)(2).”

(d) CoNFORMING AMENDMENTS.—

(1) Subparagraph (A) of section 6212(c)(2) (relating to
cross references) is amended by striking out “to take” and in-
serting in lieu thereof “with respect to the”.

(2) Paragraph (3) of section 6504 (relating to cross refer-
ences) is amencﬁad by striking out “to take” and inserting in lieu
thereof “with respect to the”.

SEC. 113. RELATED AMENDMENTS.

(a) RermemeENT IncoMe Crebpir.—Section 37(a) (relating to
credit against tax for retirement income) is amended by strik-
ing out “an amount equal to the amount received by such indi-
vidual as retirement income (as defined in subsection (c¢) and as
limited by subsection (d)), multiplied by the rate provided in
section 1 for the first $2,000 of taxable income;” and inserting
in lien thereof “an amount equal to 17 percent, in the case of a
taxable year beginning in 1964, or 15 percent, in the case of a
taxable year Ise]giuning after December 31, 1964, of the amount
received by such individual as retirement income (as defined in
subsection (¢) and as limited by subsection (d)) ;”.

(b) Tax oN NoxresmexT ALy Inprvinvars—Section 871 (relat-
ing to tax on nonresident alien individuals) is amended—

(1) By striking out “is more than $15,400, except that—" in
subsection (b) and inserting in lieu thereof “is more than
$19,000 in the case of a taxable year beginning in 1964 or more
than $21,200 in the case of a taxable year begiiming after 1964,
except that—".

(2) By striking out the heading to subsection (a) and insert-
ing in lieu thereof the following:

“(a) No Uxrrep Stares Busisess—30 Percent Tax—".

(3) By striking out the heading to subsection (b) and insert-
ing in lieu thereof the following:

“(b) No Uxrrep Stares Business  Recurar Tax.---".

SEC. 114. CROSS REFERENCES TO TAX TABLES, ETC.
(1) For optional tax if adjusted gross income is less than $5,000,

nee section 301 of this Act.
(2) For income tax collected at source, see section 302 of this Act.
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PART II—CORPORATIONS

SEC. 121. REDUCTION OF TAX ON CORPORATIONS.

Section 11 (relating to tax on corporations) is amended to read as
follows:

“SEC. 11. TAX IMPOSED.

“(a) CorroraTioNs IN GENERAL—A tax is hereby imposed for
each taxable year on the taxable income of every corporation. The
tax shall consist of a normal tax computed under subsection (b) and
a surtax computed under subsection (¢). .

“(b) Normar Tax.—The normal tax is equal to the following
percentage of the taxable income: ve ¥

“(gf) 30 percent, in the case of a taxable year beginning
before January 1, 1964, and o g

“(2) 22 percent, in the case of a taxable year beginning
after December 31, 1963.

“(¢) Surrax.—The surtax is equal to the following percentage
of the amount by which the taxable income exceeds the surtax
exemption for the taxable year:

“(1) 22 percent, in the case of a taxable year beginning
before January 1, 1964,

“(2) 28 percent, in the case of a taxable year beginning
after December 31, 1963, and before January 1, 1965, and

“(8) 26 percent, in the case of a taxable year beginning
after December 31, 1964,

“(d) Sorrax Exemerion.—For purposes of this subtitle, the
surtax exemption for any taxable year is $25,000, except that,
with respect to a corporation to which section 1561 (relatin
to surtax exemptions in ease of certain controlled corporations?
applies for the taxable year, the surtax exemption for the taxable
year is the amount determined under such section,

“(e) Excerrions—Subsection (a) shall not apply to a cor-
poration subject to a tax imposed by—

“(1) section 594 (relating to mutual savings banks con-
ducting life insurance business),

“(2) subchapter L (sec. 801 and following, relating to
insurance companies),

“(3) subchapter M (sec. 851 and following, relating to
regulated investment companies and real estate investment
f-l"llBt-S;,Ol‘

“(4) section 881(a) (relating to foreign corporations not
engaged in business in United States).”

SEC. 122. CURRENT TAX PAYMENTS BY CORPORATIONS.

(a) InstarzMENT Payments or Estimatep Income Tax sy Cor-
rorATIONS.—Section 6154 (relating to installment payments of
estimated income tax by corporations) is amended to read as follows:
“SEC. 6154. INSTALLMENT PAYMENTS OF ESTIMATED INCOME TAX BY

CORPORATIONS.

“(a) Amount anp Time ror PayMenT oF Eacn INSTALLMENT.—
The amount, of estimated tax (as defined in section 6016(b)) with
respect to which a declaration is required under section 6016 shall
be paid as follows:

“(1) PaymeNT IN 4 INSTALLMENTS.—If the declaration is filed
on or before the 15th day of the 4th month of the taxable year,
the estimated tax shall be paid in 4 installments. The amount

68A Stat. 11,
26 USC 11.

Poat, p. 116,

26 USC 594,

26 USC 801 et
seq

26 USC 851 et

seq.

26 USC 881.

26 USC 6154,

26 USC 6016.
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and time for payment of each installment shall be determined
in accordance with the following table:

The following percentages of the
estimated tax shall be paid on the
15th day of the—

““If the taxable year begins in—

4th Bth fth 12th
month | month | month | month

1 1 25 25
4 4 25 25
9 9 25 25
14 14 25 25
19 19 25 25
22 22 25 25
25 25 25 25

“(2) PayMmeNT IN 3 INSTALLMENTS.—Lf the declaration is filed
after the 15th day of the 4th month and not after the 15th day
of the 6th month of the taxable year, and is not required b
fg‘;;'sg'éﬁ:d section 6074 (a) to be filed on or before the 15th day of such 4t
; month, the estimated tax shall be paid in 8 installments. The
amount and time for payment of each installment shall be de-
termined in accordance with the following table:

The foﬂuwlnmm of the esti-
mated tax be pald on the 15th
“Tf the taxable year begins In— day of the—
6th month | 9th month | 12th month
JOREES L e e e S S 14 25% 25%
S [ o o e ) P PR e S 514 2614 2614
I e e P b s s 12 28 28
O S T e e A e 18% 20% 29%;
[ 17 B N A SR, 05 [ 1Y ) 2514 314 31%
L0 TR S VAN L ET TR = S T L A5 N ¥ 0, 7 G T iy MO 2014 3214 3214
1970 or any subsequent year_____________________ 33% 334 334

“(3) PaymeENT IN 2 INSTALLMENTS.—If the declaration of
estimated tax is filed after the 15th day of the 6th month and
not after the 15th day of the 9th month of the taxable year, and
is not required by section 6074(a) to be filed on or before the
15th day of such 6th month, the estimated tax shall be paid in
2 installments. The amount and time for payment of each
mgi;a-lhnent shall be determined in accordance with the following
table:

The following percent-
ages of the estimated
tax shall be paid on

“If the taxable year begins in— the 15th day of the—

9th month | 12th month

26 26

34
39 39
44

50 50
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“(4) Payment 1N 1 INsTALLMENT.—If the declaration of
estimated tax is filed after the 15th day of the 9th month of
the taxable year, and is not required by section 6074(a) to be
filed on or before the 15th day of such 9th month, the estimated
tax shall be paid in 1 instalﬂnanh The amount and time for
payment of the installment shall be determined in accordance
with the following table:

If the taxable year begins in The lﬁt:].hm'l;u';‘t mhm‘o?tﬁ
15th day of the 12th month
{1 et S S T S e SR 52
o R e e P e e S e s e S St 58
R e o P e S i e s S e 68
b e e R et 78
[ i Tl R NI T 0, N T S R 88
2 AR Sl e W AR 94
1970 or any subsequent year__.____________________ 100

“(5) Late riine—If the declaration is filed after the time
prescribed in section 6074(a) (determined without regard
to any extension of time for filing the declaration under
section 6081), paragraphs (2), (3), and (4) of this subsection
shall not apply, and thece shall be paid at the time of such
filing all installments of estimated tax which would have
been payable on or before such time if the declaration had
been filed within the time prescribed in section 6074(a), and the
remaining installments shall be paid at the times at which,
and in the amounts in which, they would have been payable
if the declaration had been so filed.

“(b) AmenpMENT OF DEcLaRATION.—If any amendment of a
declaration is filed, the amount. of each remaining installment (if
any) shall be the amount which would have been payable if the
new estimate had been made when the first estimate for the taxable
year was made, increased or decreased (as the case may be), by the
amount computed by dividing—

“(1) the difference between (A) the amount of estimated tax
required to be paid before the date on which the amendment is
made, and (B) the amount of estimated tax which wonld have
been required to be paid before such date if the new estimate
had been made when the first estimate was made, by

“(2) the number of installments remaining to be paid on or
after the date on which the amendment is made.

“(e) AprrrcatioNn 10 Srorr Taxasie Year—The application of
this section to taxable years of less than 12 months shall be in
accordance with regulations prescribed by the Secretary or his

delegate.

“g?) InsrarimuNts Pam v Anvance—At the election of the
corporation, any installment of the estimated tax may be paid
before the dafe prescribed for its payment.”

(b) Trme vor Friane Decrararions or Estoratep Incoye Tax ny
Corrvoramions.—Section 6074 (relating to time for filing declarations

of estimated income tax by corporations) is amended to read as
follows:

Post, p. 28.
26 USC 6074.

6BA Stat. 751.
26 USC 6081.

27



26 USC 6016,

68A Stat. 825,
26 USC 6655.
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“SEC. 6074. TIME FOR FILING DECLARATIONS OF ESTIMATED INCOME
TAX BY CORPORATIONS.

“(a) Gexerar Rure—The declaration of estimated-tax required
of corporations by section 6016 shall be filed as follows:

“If the rgqulmnl.eht& of section 6016 are first met— The declaration shall be filed on or before—

before the 1st day of the 4th month of the
Lt T R T the 15th day of the 4th month of the

taxable year

after the last day of the 3d month and
before the 1st day of the 6th month of
the taxable year . . o oo oo L. thi 15th day of the 6th month of the

axable year

after the last day of the 5th month and
before the 1st day of the 9th month of
the taxable year____________________ the 15th day of the 9th month of the

taxable year
after the last day of the 8th month and
before the 1st day of the 12th month of
thetaxableyesr . - - __ .. the 15th day of the 12th month of the
taxable year

“(b) AmexpMENT.—An amendment of a declaration may be filed
in any interval between installment dates prescribed for the taxable
year, but only one amendment may be filed in each such interval.

“(¢) SuortT TaxasLe Year.—The application of this section to
taxable years of less than 12 months shall be in accordance with
regulations prescribed by the Secretary or his delegate.”

¢) Famure By CorroraTioNs To Pay Esrtimatep Income Tax.—

(1) The last sentence of section 6655(c)(2) (relating to
period of underpayment) is amended to read as follows: “For
purposes of this pars.%;:ph, a payment of estimated tax on any
installment. date shall be considered a payment of any previous
underpayment. only to the extent such me-ment exceeds the
amount. of the installment determined under subsection (b) (1)
for such installment date.”

(2) Paragraph (3) of section 6655(d) (relating to exception)
is amended to read as follows:

“(3)(A) An amount equal to 70 percent of the tax for the
taxable. year computed by placing on an annualized basis the
taxable income:

“(i) for the first 3 months of the taxable year, in the
case of the installment required to be paid in the 4th month,

“(ii) for the first 3 months or for the first 5 months of
the taxable year, in the case of the installment required to
be paid in the 6th month,

“(iii) for the first 8 months or for the first 8 months of
the taxable year in the case of the installment required to
he paid in the 9th month, and

“(iv) for the first 9 months or for the first 11 months
of the taxable year, in the case of the installment required
to be paid in the 12th month of the taxable year.

“(B) For purposes of this Earagraph, the taxable income
shall be place(ron an annualized basis by—

“(i) multiplying by 12 the taxable income referred
to in subparagraph (A;, and

“(ii) dividing the resulting amount by the number of
months in the taxable year (3, b, 6, 8, 9, or 11, as the case
may be) referred to in subparagraph (A).”
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(d) Tecnsicarn,  AmexpumeENT—Section 6016(f) (relating to
declarations of estimated income tax by corporations) is amended
to read as follows:

“(f) Cross REFERENCE.—

“For provisions relating to the number of amendments which
may be filed, see section 6074(b).”

SEC. 123. RELATED AMENDMENTS.

( ag Tax oxn Murrar Instrance Coypantes (OraEr THAN LIFe,
Erc.)—

(1) Subsection (a) of section 821 (relating to imposition of
tax) is amended to read as follows:

“(a) Imrposirion or Tax.—A tax is hereby imposed for each tax-
able year beginning after December 31, 1963, on the mutual insur-
ance company taxable income of every mutual insurance company
(other than a life insurance company and other than a fire, flood.
or marine insurance company subject to the tax imposed by section
831). Such tax shall consist of—

%(1) Norwmar Tax.—A normal tax of 22 percent of the mutual
insurance company taxable income, or 44 percent of the amount
by which such taxable income exceeds $6,000, whichever is the
lesser; plus

“(2) Surrax.—A surtax on the mutual insurance company
taxable income computed as provided in section 11(c) as though
the mutual insurance company taxable income were the taxable
income referred to in section 11(¢).”

(2) Paragraph (1) of section 821(c) (relating to alternative
tax for certain small companies) is amended to read as follows:

“(1) Imposrriox or Tax.—In the case of taxable years begin-
ning after December 31, 1963, there is hereby imposed for each
taxable year on the income of each mutual insurance company
to which this subsection applies a tax (which shall be in lieu of
the tax imposed by subsection (a)) computed as follows:

“(A) Noramar Tax—A normal tax of 22 percent of the
taxable investment income, or 44 percent of the amount by
which such taxable income exceeds $3,000, whichever is the
lesser; plus

“(B) Surrax.—A surtax on the taxable investment
income computed as provided in section 11(c) as though
the taxable investment income were the taxable income
referred to in section 11(c¢).”

(b) Recerer or Minmmum Distrisurions BY Domestic Cor-
PoRATIONS.—Subsection (b) of section 963 (relating to receipt of
minimum distributions by domestic corporations) is amended to
read as follows:

“(b) Mintmuym Disrrizvrion.—For purposes of this section, a
minimum_distribution with respect to the earnings and profits for
the taxable year of any controlled foreign corporation or corpora-
tions shall, in the case of any United Siates shareholder, be its

29

68A Stat, 738,
26 USC 6016.

Ante, p. 28.
26 USC 6074,

76 Stat. 989,
26 USC 821.

26 USC 831,

Ante, p. 25.
26 USC 11,

76 Stat. 1023,
26 USC 963,



68A Stat. 72.
26 USC 242,

26 USC 21.
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pro rata share of an amount determined in accordance with whicl-
ever of the following tables applies to the taxable year:

*(1) TAXABLE YEARS BEGINNING IN 1963.—
The required minimum dis-

“If the effective foreign tax tribution of earnings and
rate is (percentage)— profits is (perceniage)—
Under 10, 90
10 or over but less than 20___________ 86
20 or over but less than 28________ ____ 82
28 or over but less than 34___________ %
34 or over but less than 89____________ [i%:]
39 or over but less than 42____________ 55
42 or over but less than 44 __________ 40
44 or over but less than 46____________ 27
46 or over but less than 47____________ 14
47 or over__ s A 0

%(2) TAXABLE YEARS BEGINNING IN 1064, —
The required minimum dis-

“If the effective foreign tax tribution of earnings and
rate is (percentage)— profits is (percentage)—
T 1 L L Sl L 87T
10 or over but less than 19.__________ 83
19 or over but less than 27____________ 79
27 or over but less than 33 . ____ 72
33 or over but less than 37 __________ B85
37 or over but less than 40____________ 53
40 or over but less than 42___________ 38
42 or over but less than 4#____________ 26
44 or over but less than 45___________ 13
45 or over____ 0

“(3) TAXABLE YEARS BEGINNING AFTER DECEMBER 31. 1064.—
The required minimum dis-

“If the effective foreign tax tribution of earnings and
rate is (percentage)— profits is (percentage)—
L9557 1% il S e S i I Ca R et 83
9 or over hut less than 18____________ 79
18 or over but less than 26____________ 76
26 or over but less than 32____________ 69
32 or over but less than 36.__._______ 63
36 or over but less than 39___________ 51
39 or over but less than 41____________ 37
41 or over but less than 42____________ 25
42 or over but less than 43___________ 13
7RG A VT o T AT L DR T [t

(¢) AmenpMeENT oF Secrion 242 —Section 242(a) (relating to
deduction for partially tax-exempt interest) is amended by adding at
the end thereof the following new sentence: “No deduction shall be
allowed under this section for purposes of any surtax imposed by this

subtitle.”
PART III—EFFECTIVE DATES

SEC. 131. GENERAL RULE.

Except. for purposes of section 21 of the Internal Revenue Code
of 1954 (velating to effect of changes in rates during a taxable vear),
the amendments made by parts Land IT of this title shall apply with
respect to taxable years beginning after December 31, 1963.

SEC. 132. FISCAL YEAR TAXPAYERS.

Effective with respect to taxable years ending after December 31,
1963, subsection (1) of section 21 (relating to effect of changes in
rates during a taxable year) is amended to read as follows:
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“ (d)‘ C])IANGES MaipE BY IIh:vrmt:i':. Acr 01'1}964;:— G5 b e

‘(1) Inpivipvars.—In applying subsection (a) to the tax-
able year of an individuaf)li)eg'.nning in 1963 and ending in
1964—

“(A) the rate of tax for the period on and after
January 1, 1964, shall be applied to the taxable income
determined as if part IV of subchapter B (relating to
standard deduction for individuals), as amended by the
Revenue Act of 1964, applied to taxable years ending after
December 31, 1963, and .

“(B) section 4 (relating to rules for optional tax), as
amended by such Act, shall be applied to taxable years
ending after December 31, 1963. (S

In applying subsection (a) to a taxable year of an individual
beginning in 1963 and ending in 1964, or beginning in 1964
and ending in 1965, the change in the tax imposed under sec-
tion 3 shall be treated as a change in a rate of tax.

“(2) CorroraTIONS.—In a;t))plying subsection (a) to a tax-
able y?nr of a corporation beginning in 1963 and ending in
1964, 1f—

’ “(A) the surtax exemption of such corporation for
such taxable year is less than $25,000 by reason of the
application of section 1561 (relating to surtax exemptions
in case of certain controlled corporations), or

“(B) an additional tax is imposed on the taxable income
of such corporation for such taxable year by section
1562(b) (relating to additional tax in case of component
members of controlled groups which elect multiple surtax
exemptions),

the change in the surtax exemption, or the imposition of such
additional tax, shall be treated as a change in a rate of tax
taking effect on January 1, 1964.”

Title II—Structural Changes

SEC. 201. DIVIDENDS RECEIVED BY INDIVIDUALS,
(a) Repvcerion or 4 PercExt CrEpit 1O 2 Prrepxt CREDIT For
CArLENDAR YEAR 1964 —

(1) GexEraLn rRuLE—Section 34(a) (relating to general rule
for eredit for dividends received) is amended by striking out “an
amount equal to 4 percent of the dividends which are received
after July 31, 1954, from domestic corporations and are included
in gross income” and inserting in lieu thereof:

“an amount equal to the following percentage of the dividends which
are received from domestic corporations and are included in gross
income :

“(1) 4 percent of the amount of such dividends which are
received before January 1, 1964, and

“(2) 2 percent of the amount of such dividends which are
received during the calendar year 1964.”

(2) Lrurrarrons.—Section 34(b) (2) (relating to limitations
on amount of credit) is amended—

(A) by inserting “, or beginning after December 31, 1963"
after “1955” at the end of subparagraph (A), and
(B) by inserting “, and beginning before January 1, 1964
after “1954” at the end of subparagraph (B).
(b) Rerean or Crepir ror Divipenps RecEIVED BY INDIVIDUALS.—
Effective with respect to dividends received after December 31, 1964,

31

68A Stat. 10;

post, pp. 111, 140,
26 USC 4,

Post, p. 129.
26 USC 3.

Post, ps 116.

Poat, p. 117,

26 USC 34,
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68A Stat. 37,
26 USC 116,

26 USC 35,

Ante, p. 24,
26 USC 37,

76 Stat. 963.
26 USC 46.

26 USC 584,

26 USC 642.

26 USC 142,

26 USC 652, 662

26 USC 702.

26 USC 854,

74 Stat. 1008,
26 USC 857.

72 Stat. 1639,
26 USC B71.

26 USC 1375.

26 USC 6014,
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section 34 (relating to dividends received by individuals) is hereby
repealed.

(¢) Dovsrine or Amount oF Parriarn Exorusion Frosr Gross
Ixcome orF DivibEnps Receivep By INpivipuars.—Section 116(a)
(relating to Amrﬁal exclusion from gross income of dividends
received by individuals) is amended by striking out “$50” each place
it appears and inserting in lieu thereof “$100”.

(dgl CONFORMING AMENDMENTS.—

(1) The table of sections for subpart A of part IV of sub-
chapter A of chapter 1 is amended by striking out

“Sec. 34. Dividends received by individuals.”

(2) Section 35(b) (1) is amended by striking out “the sum of
the credits allowable under sections 33 and 34 and inserting in
lieu thereof “the credit allowable under section 33”.

(3) Section 37(a) is amended by striking out “section 34
(relating to credit for dividends received by individua,lsl',”.

(4) Section 46(a)(3) is amended by striking out subpara-
graph (B), and by redesignating subparagraphs (C) and (D)
as“(B)"” and “(C)”, respectively.

S5) Section 584 (¢) (2) is amended by striking out “section 84
or”,

(6) (A) Section 642(a) is amended by striking out para-

graph (3) ;
(%) Section 642(1) is amended to read as follows:
“(i) Cross REFERENCES—

“(1) For disallowance of standard deduction in case of estates
and trusts, see section 142(b)(4).

“(2) For special rule for determining the time of receipt of divi-
dends by a beneficiary under section 652 or 662, see section
116(c)(3).”

(C) Section 116(c) is amended by adding at the end thereof
the following new paragraph:

“(3) The amount of dividends properly allocable to a bene-
ficiary under section 652 or 662 shall be deemed to have been
received by the beneficiary ratably on the same date that the
dividends were received by the estate or trust.”

(7) Section 702(a) (5) is amended by striking out “a credit
under section 34,” and the comma after “section 116",

(8) Section 854(a) is amended by striking out “section 34(a)
(relating to credit for dividends received by individuals),” and
the comma after “section 116 (relating to an exclusion for divi-
dends received by individuals)”.

(9) Section 854(b) (1) is amended by striking out “the credit
under section 34 (a),” and the comma after “section 116",

(10) Section 854(b)(2) is amended by striking out “the
credit under section 34,” and the comma after “section 116”,

(11) - Section 857 (¢) is amended by striking out “section 34(a)
(relating to credit for dividends received by individuals),” and
the comma after “section 116 (relating to an exclusion for divi-
dends received by individuals) ",

(12) Section 871(b) is amended by striking out “the sum of
the credits under sections 34 and 35™ and inserting in lieu thereof
“the credit under section 35",

(13) Section 1375 (b) is amended by striking out “section 34,”
and the comma after “section 37",

(14) Section 6014(a) is amended by striking out “34 or”.

(e) Errecrive Dares.—The amendments made %)y subsection (a)
shall apply with respect to taxuble years mdinﬁ after December 31,
1963. The amendment made by subsection (b) shall apply with
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respect to taxable years ending after December 31, 1964. The
amendment made by subsection (¢) shall apply with respect to tax-
able years inning after December 31, 1963, The amendments
made by subsection (d) shall apply with respect to dividends received
after December 31, 1964, in taan) e years ending after such date.

SEC. 202. RETIREMENT INCOME CREDIT OF CERTAIN MARRIED INDI-
VIDUALS.

(a) DereryanNarionN oF RermemeNT Income.—Section 87 (relating
to retirement income) is amended by redesignating subsection (i) as
subsaction (j) and by inserting after subsection (h) the following new
subsection :

“(i) Seecian Rures ror CErTAIN MARrriED COUPLES.—

“(1) Enectron.—A husband and wife who make a joint return
for the taxable year and both of whom have attained the age of
65 before the close of the taxable year may elect (at such time and
in such manner as the Secretary or his delegate by regulations
prescribes) to determine the amount of the credit allowed by sub-
section (a) by applying the provisions of paragraph (2).

“(2) Speecrar rures.—If an election is made under paragraph
(1) for the taxable year, for purposes of subsection (F;l.)--—

“(A) if either spouse is an individual who has received
earned income within the meaning of subsection (b), the other
spouse shall be considered to be an individual who has
received earned income within the meaning of such sub-
section; and

“(B) subsection (d) shall be considered as providing that
the amount of the combined retirement income of both
spouses shall not exceed $2,286, less the sum of the amounts
specified in Bara.graphs (13 and (2) of subsection (d) for
each spouse.

(b) Errecrive Date—The amendments made by subsection (a)
shall apply to taxable years beginning after December 31, 1963.

SEC. 203. REPEAL OF REQUIREMENT THAT BASIS OF SECTION 38 PROP-

ERTY BE REDUCED BY 7 PERCENT; OTHER PROVISIONS
RELATING TO INVESTMENT CREDIT.

(a) Repearn or REQUIREMENT THAT Basts BE REpUCED.—

(1) In aeNerAL.—Subsection (g) of section 48 (requiring that
the basis of section 38 property be reduced by T percent of
the qualified investment.) is hereby repealed.

(2) INCREASE IN RASIS OF PROPERTY PLACED IN SERVICE BEFORE
JANUARY 1, 1964.—

(A) The basis of any section 38 property (as defined
in section 48(a) of the Internal Revenue 8«19 of 1954)
placed in service before January 1, 1964, shall be inereased,
under regulations prescribed by the Secretary of the
Treasury or his delegate, by an amount equal to T percent
of the qualified investment with respect to such property
under section 46(c) of the Internal Revenue Coc];e of
1954. If there has been any increase with respect to such
property under section 48(g) (2) of such Code, the increase
under the preceding sentence shall be appropriately reduced
therefor.

(B) If a lessor made the election provided by section
48(d) of the Internal Revenue Code of 1954 with respect
to property placed in service before January 1, 1964—

(i) subparagraph () shall not apply with respect
to such property, but

68A Stat. 15,
26 USC a7,

76 Stat. 967,
26 USC 48,
26 USC 38,

26 USC 46.
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(i) under regnlations prescribed by the Secretary of
the Treasury or his delegate, the deductions otherwise
SBA Sinks 43 allowable under section 162 of such Code to the lessee
et for amounts paid to the lessor under the lease (or, if
such lessee has purchased such property, the basis of
such property) shall be adjusted in a manner consistent
with subparagraph (A). {
(C) The adjustments under this paragraph shall be made
as of the first day of the taxpayer’s first taxable year which
begins after December 31, 1963.
(3) CONFORMING AMENDMENTS.—

Lol (A) The last sentence of section 48(d) (relating to certain

i g leased property) is hereby repealed.

26 USC 181. (B) Section 181 (relating to deduction for certain unused
investment credit) is hereby repealed.

26 USC 1016. (C) Section 1016(a) (19) (relating to adjustments to

basis) is amended to read as follows:

“219) to the extent provided in section 48(g) and in section
203(a) (2) of the Revenue Act of 1964, in the case of property
:l\gl(ich)is;.’ or has been section 33 property (as defined in section

a));
(D) The table of sections for part VI of subchapter B
of chapter 1 is amended by striking out the following :

“‘Sec. 181. Deduction for certain nnused investment credit.”

(4) Errective pate.—Paragraphs (1) and (3) of this subsee-
tion shall apply—

(A) 1 the case of property placed in service after Decem-
ber 31, 1963, with respect to taxable years ending after such
date, and

(I*,S) in the case of property placed in service before Jan-
uary 1, 1964, with respect to taxable years beginning after
December 31, 1963.

(b) Basis or CerraiNn Leiasep Prorerry 1o Lrssee—Paragraphs
(1) and (2) of section 48(d) (relating to certain leased property) are
amended to read as follows:

“(1) except as provided in paragraph (2), the fair market
value of such property, or

“(2) if such property is leased by a corporation which is a
member of an aﬂihate&y group ( wit?lin the meaning of section
46(a)(5)) to another corporation which is a member of the same
affiliated group, the basis of such property to the lessor.”

(¢) TREATMENT OF ELEVATORS AND I'[j;nu..-mms ¥or PURroses or
26 USC 48, 38. i INvESTMENT CrEDIT.—Section 48(a) (1) (velating to section 38

property) is amended—
1) by striking out the period at the end of subparagraph
(B) and inserting in lien thereof *, or™; and
(2) by adding after subparagraph (B) the following new
subparagraph:
“%(r’;‘) elevators and esealators, but only if—

“(i) the comstruction, reconstruction, or erection of
the elevator or escalator is completed by the taxpayer
after June 30, 1963, or

“(ii) the elevator or escalator is acquired after June
30, 1963, and the original use of such elevator or esca-
lator commences with the taxpayer and commences after
such date.”

26 USC 46.
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(1) TrearyestT or Erevators axp Escanarors For Purroses o
Secerron 1245 —Section 1243 (a) (relating to gain from dispositions
of certain depreciable property) is amended—

(1) by striking ont so much of paragraph (2) as precedes
the second sentence thereof and inserting in lien thereof the
following:

#(2) ﬁEGI‘l}IP{.‘TRD Basis.—For purposes of this section, the
term ‘recomputed basis’ means—

“(A) with respect to any property referred to in para-
graph (3) (A) or (B), its adjusted basis recomputed by
adding thereto all adjustments. attributable to periods after
December 31, 1961, or

“(B) with respect to any property referred to in para-

aph (3) (C), its adjusted basis recomputed by adding
thereto all adjustments, attributable to periods after June
30, 1963, :

reflected in such adjusted basis on account of deductions (whether
in respect of the same or other property) allowed or allowable to
the taxpayer or to any other person for depreciation, or for
amortization under section 168.";

(2) by striking out the period at the end of paragraph (3) (B)
and inserting in lieu thereof “, 01™; and

(3) by adding at the end of paragraph (3) the following new
subparagraph :

“(C) an elevator or an escalator.”

(e) TrearmeNxT oF INvesTMeNT (CreEpir BY FepeEran ReeurnaTory
AcencrEs.—It was the intent of the Congress in providing an
investment credit under section 38 of the Internal Revenue Code of
1954, and it is the intent of the Congress in repealing the reduction
in basis required by section 48(g) of such Code, to provide an
incentive for modernization and growth of private industry (includ-
ing that portion thereof which is regulated). Am-mﬂin%ly, Congress
does not intend that any agency or instrumentality of the United
States having jurisdiction with respect to a taxpayver shall, without
the consent of the taxpayer, use—

(1) in the case of public utility property (as defined in
section 46(c) (3) (B) n} the Internal Revenue Code of 1954),
more than a proportionate part (determined with reference to
the average useful life of tlhe property with respect to which
the credit was allowed) of the credit against tax allowed for any
taxable year by section 38 of such Code, or

(2) in the case of any other property, any credit against
tax allowed by section 38 of such Clode. ]

to reduce such taxpayer's Federal income taxes for the purpose of
establishing the cost of service of the taxpayer or to accomplish
a similar result by any other method.

(f) Errrcrive Dates.—

(1) The amendments made by subsection (b) shall apply
with respect to property possession of which is transferred to a
lessee on or after the date of enactment of this Aet.

(2) The amendments made by subsection (¢) shall apply with
respect to taxable years ending after June 30, 1963,

(3) The amendments made by subsection (d) shall apply with
respect to dispositions after December 31, 1963, i taxable years
ending after such date.

76 Stat, 1032,
26 USC 1245,

68A Stat. 52,
26 USC 168,

76 Stat. 962.
26 USC 38.
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26 USC 46.
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SEC. 204. GROUP-TERM LIFE INSURANCE PURCHASED FOR EM-
PLOYEES.

(a) INcLusioN IN INCOME.—
(1) Part II of subchapter B of chapter 1 (relating to items
specifically included in gross income) is amended by adding at
the end thereof the following new section :

“SEC. 79. GROUP-TERM LIFE INSURANCE PURCHASED FOR EM-
PLOYEES. -

“(a) Generar RuLe—There shall be included in the gross income
of an employee for the taxable year an amount equal to the cost of
group-term life insurance on his life provided for part or all of such
year under a policy (or policies) carried directly or indirectly by his
employer (or employers); but only to the extent that such cost
exceeds the sum of—

“(1) the cost of $50,000 of such insurance, and

“(2) the amount (if any) paid by the employee toward the
Eurchase of such insurance.

*(b) Iixceprions.—Subsection (a) shall not apply to—

“(1) the cost of group-term life insurance on the life of an
individual which is provided under a policy carried directly or
indirectly by an emgloyer after such individual has terminated
his employment with such employer and either has reached the
retirement age with respect to such employer or is disabled
(within the meaning of paragraph (3) of section 213(g), deter-
mined without regard to paragraph 24) thereof),

“(2) the cost of any portion of the group-term life insurance
on the life of an employee provided during part or all of the
taxable year of the employee under which—

“(A) the employer is directly or indirectly the beneficiary,

“(B) a person described in section 170(c¢) is the sole
beneficiary,
for the entire period during such taxable year for which the
employee receives such insurance, and
“(3) the cost of any group-term life insurance which is pro-
vided under a contract to which section 72(m) (3) applies.

“(c) DerermiNaTioN oF Cost or INsurance—For purposes of this
section and seetion 6052, the cost of group-term insurance on the life
of an employee provided during any period shall be determined on the
basis of uniform premiums (computed on the basis of 5-year age
brackets) preseribed by regulations by the Secretary or his delegate.
In the case of an employee who has attained age 64, the cost preseribed
shall ngt exceed the cost with respect to such individual i1f he were
age 63.

v (2) The table of sections for part IT of subchapter B of chap-
ter 1 is amended by adding at the end thereof the following:
“Sec. T0. Group-term life insurance purchased for employees.”
(3) Section 7T701(a)(20) (defining employee) is amended by
striking out “For the purpose of applying the provisions of
sections 104" and inserting in lieu thereof “For the purpose of
applying the provisions of section 79 with respect to group-term
life insurance purchased for em[?loyees, for the purpose of apply-
ing the provisions of sections 104”.

(b) WirnnoLpixe.—Section 3401(a) (rvelating to definition of
wages) is amended by striking out the period at the end of paragraph
(13) and inserting in lieu thereof *; or”, and by adding at the end
thereof the following new paragraph:

“(14) in the form of group-term life insurance on the life of an
employee; or”.
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(¢) InroryarioNn REPORTING.—

(1) Rrquimmesmext—Subpart C of part 111 of subchapter A
of chapter 61 (relating to information and returns) is amended
by adding at the end thereof the following new section:

“SEC. 6052. RETURNS REGARDING PAYMENT OF WAGES IN THE FORM
OF GROUP-TERM LIFE INSURANCE.

“(a) REQUIREMENT OF REPORTING.—EYB_? employer who during
any calendar year provides group-term life insurance on the life
of an employee during part or all of such calendar year under a
policy (or policies) carried directly or indirectly by such employer
shall make a return according to the forms or reimlatlons preseribed
by the Secretary or his delegate, setting forth the cost of such
insurance and the name and address of the employee on whose life
such insurance is provided, but only to the extent that the cost of
such insurance is includible in the employee's gross income under
section 79(a). For purposes of this section, the extent to which
the cost of group-term life insurance is includible in the employee’s
gross income under section 79(a) shall be determined as if the
employer were the mllﬁ employer paying such employee remuner-
ation 1n the form of such insurance.

“(b) Srarements To Be Furnisuen ro ExMprovees Wira Resercr
ro Whom Inrormarion Is Frenisuep—Every employer making a
return under subsection (a) shall furnish to each employee whose nameé
is set forth in such return a written statement showing the cost of the
group-term life insurance shown on such return. The written state-
ment. required under the preceding sentence shall be furnished to the
employee on or before January 31 of the year following the calendar
year for which the return under subsection (a) was made.”

(2) PENALTIES FOR FAILURE TO FURNISH STATEMENTS TO PERSONS
WITH RESPECT TO WHOM RETURNS ARE FILED.—Section 6678 (relat-
ing to failure to furnish certain statements) is amended—

(A) by striking out “or 6049(c¢)™ and inserting in lien
thereof “6049(c), or 6052(b)"; and

(B) by striking out “or 6049(a) (1)." and inserting in
lieu thereof “6049 (a) (1). or 6052 \n},".

(3) Crericar ameNpyMeENT.—The table of sections for subpart
C of part ITI of subchapter A of chapter 61 is amended by adding
at the end thereof the following: :

“Sec. 6052, Returns regarding paywent of wages in the form of
group-term life insarance.”
(4) CROSS REFERENCE.—

For penalty for failure to file information returns required by
section 6052(a) of the Internal Revenue Code of 1954 (added by
paragraph (1) of this subsection), see section 6652(a)(3) of such
Code (as amended by section 221(b)(2) of this Act).

(d) Errecrive Dares—The amendments made by subsections (a)
and (c¢), and paragraph (3) of section 6652(a) of the Internal Reve-
nue Code of 1954 (as amended by section 221(b) (2) of this Act),
shall rlrl)l_\' with respect to group-term life insurance provided after
December 31, 1963, in taxable years ending after such date. The
amendments made by subsection (b) shall apply with respect (o
remuneration paid after December 31, 1963, in the form of group-
term life insurance provided after such date. TIn applying section
7 (b) of the Internal Revenue Code of 1954 (as added by subsection
(n) (1) of this section) to a taxable year beginning before May 1,
1964, if paragraph (2) (B) of such section applies with respect to an
cmployee for the period beginning May 1. 1964, and ending with the
close of his first taxable year ending after April 30, 1964, such para-
graph (2)(B) shall be treated as applying with respect to such
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employee for the period beginning January 1, 1964, and ending April
30, 1964.
SEC. 205. AMOUNTS RECEIVED UNDER WAGE CONTINUATION PLANS.

(a) Waee ContinvaTiION Prans—The second sentence of sec-
tion 105(d) (relating to wage continuation p]ansf is amended to read
as follows: “The precedin% sentence shall not apply to amounts attrib-
utable to the first 30 calendar days in such period, if such amounts are
at a rate which exceeds 75 percent of the regular weekly rate of wages
of the employee (as determined under regulations prescribed by the
Secretary or his delegate). If amounts attributable to the first
30 calendar days in such period are at a rate which does not exceed
75 percent of the regular weekly rate of wages of the employee, the
first sentence of this subsection (1) shall not apply to the extent that
such amounts exceed a weekly rate of $75, and (2) shall not apply to
amounts attributable to the first 7 calendar days in such period unless
the employee is hospitalized on account of personal injuries or sickness
for at least one day during such period.”

(b) Errecrive Date—The amendment made by subsection (a)
shall apply to amounts attributable to periods of absence commenc-
ing after December 31, 1963.

SEC. 206. EXCLUSION FROM GROSS INCOME OF GAIN ON SALE OR
EXCHANGE OF RESIDENCE OF INDIVIDUAL WHO HAS AT-
TAINED AGE 65.

(a) In Generar.—Part III of subchapter B of chapter 1 (relating
to items specifically excluded from gross income) is amended by
redesignating section 121 as section 122 and by inserting before such
section the following new section:

“SEC. 121. GAIN FROM SALE OR EXCHANGE OF RESIDENCE OF INDI-
VIDUAL WHO HAS ATTAINED AGE 65.

“(a) GeneraL RuLe.—At the election of the taxpayer, gross income
does not include gain from the sale or exchange of property if—

(1) the taxpayer has attained the age of 65 before the date of
such sale or exchange, and

“(2) durinﬁ the 8-year period ending on the date of the sale or
exchange, such property has been owned and used by the taxpayer
as his principal residence for periods aggregating 5 years or more.

“(b) LimrrarTions.—

“(1) WHERE ADJUSTED BALES PRICE EXCEEDS $20,000.—If the
adjusted sales price of the property sold or exchanged exceeds
$20,000, subsection (a) shalF apply to that portion of the gain
which bears the same ratio to the total amount of such gain as
$20,000 bears to such adjusted sales price. For purposes of {he
preceding sentence, the term ‘adjusted sales price’ has the meaning
assigned to such term by section 1034(b) (1) (determined without
regard to subsection (d) (7) of this section).

“(2) APPLICATION TO ONLY ONE SALE OR EXCHANGE.—Sub-
section (a) shall not apply to any sale or exchange by the tax-
payer if an election by the taxpayer or his spouse under sub-
sefzfction (a) with respect to any other sale or exchange is in
eftect.

*(¢) Errcrion.—An election under subsection (a) may be made
or revoked at any time before the expiration of the period for
making a claim for credit or refund of the tax imposed by this
chapter for the taxable year in which the sale or exchange occurred,
and shall be made or revoked in such manner as the Secretary or his
delegate shall by regulations prescribe. In the case of a taxpayer
who is married, an election under subsection (a) or a revocation
thereof may be made only if his spouse joins in such election or
revocation.
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“(d) Seecian Runes.—

“(1) PROPERTY HELD JOINTLY BY HUSBAND AND wire—For
purposes of this section, if— _ !

“(A) property 1s held by a husband and wife as joint
tenants, tenants by the entirety, or community property,

“(B) such husband and wiga make a joint return under
section 6013 for the taxable year of the sale or exchange, and 584 3tat- 733.

“(C) one spouse satisfies the age, holding, and use require-
ments of subsection (a) with respect to such property,

then both husband and wife shall be treated as satisfying the age,
holding, and use requirements of subsection (a) with respect to
such pr{igfrty

“(2) PrOPERTY OF DECEASED sPOUSE.—For purposes of this sec-
tion, in the case of an unmarried individual whose spouse ix
deceased on the date of the sale or exchange of property, if—

“(A) the deceased spouse (during the 8-year period end-
ing on the date of the sale or exchange) satisfied the holding
and use requirements of subsection (a)(2) with respect to
such property, and

“(B) no election by the deceased spouse under subsection
(a) is1n effect with respect to a prior sale or exchange,

then such individual shall be treated as satisfying the holding
and use requirements of subsection (a)(2) with respect to such
property.

“(3) TENANT-STOCKHOLDER IN COOPERATIVE HOUSING CORPORA-
TioN.—For purposes of this section, if the taxpayer holds stock
as a tenant-stockholder (as defined in section 216) in a coopera- 26 USC zle.
tive housing corporation (as defined in such section), then—

“(A) the holding requirements of subsection (a) (2) shall
be applied to the holding of such stock, and

“(pﬁ)) the use requirements of subsection (a)(2) shall
be aﬁtplied to the house or apartment which the taxpayer was
entitled to occupy as such stockholder.

“(4) INVOLUNTARY CONVERSIONS.—For purposes of this section,
the destruction, theft, seizure, requisition, or condemnation of
property shall be treated as the sale of such property.

“(5) PROPERTY USED IN PART AS PRINCIPAL RESIDENCE.—In the
case of property only a portion of which, during the 8-year period
ending on the date of the sale or exchange, has been owned and
used by the taxpayer as his principal residence for periods aggre-
gating 5 years or more, this section shall apply with respect to so
much of the gain from the sale or exchange of such property as is
determined, under regulations prescribed hy the Secretary or his
delegate. to be attributable to the portion of the property so
owned and used by the taxpayer.

“(6) DETERMINATION OF MARITAL sTATUS.—In the case of any
sale or exchange, for purposes of this section—

“(A) the determination of whether an individual is mar-
l'iegll shall be made as of the date of the sale or exchange:
and

“(B) an individual legally separated from his spouse
under n decree of divorce or of separate maintenance shall
not be considered as married.

“(T) APPLICATION OF SECTIONK 1033 AND 1034.—In applying
sections 1033 (relating to involuntary conversions) and 1034 32§ USC© 1033
(relating to sale or exchange of residence), the amount. realized [
from the sale or exchange of property shall be treated as being
the amount determined withouf regard to this section, reduced by

31-667 O-65—6
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the amount of gain not included in gross income pursuant to an
election under this section,”

(b) TrcnNiear ANp CLERICAL A MENDMENTS.—

(1) Section 6012(¢) (relating to persons required to make
returns of income) is amended to read as follows:

*(¢) CerraiN Income EarnNen Aproap or From Sarr or REst-
pENCE—For purposes of this section, %1'0:5:-; income shall be computed
without regard to the exclusion provided for in section 121 (relating
to sale of residence by individual who has attained age 65) and with-
out, regard to the exclusion provided for in section 911 (relating to
earned income from sources without the United States).”

(2) The table of sections for part IIT of snbchapter B of
chapter 1 is amended by striking out

“Sec. 121. Cross references to other Acts”
and inserting in lieu thereof

“See. 121. Gain from sale or exchange of residence of individual
who has attained age 65.
“Sec. 122, Cross references to other Acts.”

(8) Section 1033(h) (relating to involuntary conversions) is
amen}:led by adding at the end thereof the following new para-
rraph:

e “(3) For exclusion from gross income of certain gain from invol-
untary conversion of residence of taxpayer who has attained age 65,
see section 121.”

(4) Section 1034 (relating to sale or exchange of residence)
is amended by adding at the end thereof the following new
subsection :

*(k) Cross REFERENCE.—

“For exclusion from gross income of certain gain from sale or
exchange of residence of taxpayer who has attained age 65, see sec-
tion 121.”

(¢) Errecrive Date.—The amendments made by this section shall
apply to dispositions after December 31, 1963, in taxable years ending
after such date.

SEC. 207. DENIAL OF DEDUCTION FOR CERTAIN STATE, LOCAL, ANL
FOREIGN TAXES.

(a) IN GeExNEraL.—Subsections (a), (b), and (e) of section 164
(relating to dednction for taxes) are amended to read as follows:

“(a) GeneraL RuLe—Except as otherwise provided in this section,
the following taxes shall be allowed as a deduction for the taxable
vear within which paid or acerued:

“%1) State and local, and foreign, real property taxes.

“(2) State and local llmmnn-] property taxes.

“(3) State and local, and foreign, income, war profits, and

excess profits taxes.

“(4) State and local general sales taxes.

“55) State and local taxes on the sale of gasoline, diesel fuel,
and other motor fuels.

I'm addition, there shall be allowed as a deduction State and loeal, and

foreign, taxes not described in the preceding sentence which are paid

or accrued within the taxable year in earrying on a trade or business

or an activity deseribed in section 212 (relating to expenses for pro-

duction of income).

“(b) Derrxrrions Axp Seeciarn, Rurnes—For purposes of this
section—

“(1) Persoxan PROPERTY TAXES.— The term ‘personal property
tax’ means an ad valorem tax which is imposed on an annual basis
in respect of personal property.
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“(2) GENERAL SALES TAXES.—

“(A) Ix oeneraL—The term ‘general sales tax’ means
a tax imposed at one rate in respect of the sale at retail
of a broad range of classes of items. :

“(B) SerciAL RULES FOR Foop, ETC.—In the case of items
of food, clothing, medical supplies, and motor vehicles—

“(i) the fact that the tax does not apﬂy in respect
of some or all of such items shall not taken into
account in determining whether the tax applies in
respect of a broad range of classes of items, and

“(ii) the fact that tie rate of tax applicable in
respect of some or all of such items is lower than the
ﬁeneral rate of tax shall not be taken into account in

etermining whether the tax is imposed at one
rate.

“(C) ITEMS TAXED AT DIFFERENT RATES.—Ixcept in the
case of a lower rate of tax agp]icabla in respect of an
item described in subparagraph (B), no deduction shall
be allowed under this section for any general sales tax im-
posed in respect of an item at a rate other than the general
rate of tax.

“(D) CompENSATING USE TAXES—A compensating use
tax in respect of an item shall be treated as a general sales
tax. For purposes of the preceding sentence, the term
‘C(fx-ni)ansat.ing use tax’ means, in respect of any item, a tax
whnich—

“(i) is imposed on the use, storage, or consumption
of such item, and

“(ii) is complementary to a general sales tax, but only
if a deduction is allowable under subsection (a)(4) in
respect of items sold at retail in the taxing jurisdiction
which are similar to such item.

“(3) STATE OR LOCAL TAXES.—A State or local tax includes only
a tax imposed by a State, a possession of the United States, or a
political subdivision of any of the foregoing, or by the District
of Columbia.

“(4) Forerox Taxes—A foreign tax includes only a tax
imposed by the authority of a foreign country.

“(5) SEPARATELY STATED GENERAL SALES TAXES AND GASOLINE
raxes.—If the amount of any general sales tax or of any tax on
the sale of gasoline, diesel fuel, or other motor fuel is separately
stated, then, to the extent that the amount so stated is paid b;z
the consumer (otherwise than in connection with the consumer’s
trade or business) to his seller, such amount shall be treated as a
tax imposed on, and paid by, such consumer.

“(¢) Depverron DeNiep ix Case or Crrraiy Taxes.—No deduction
shall be allowed for the following taxes :

“(1) Taxes assessed against local benefits of a kind tending to
increase the value of the property assessed; but this paragraph
shall not prevent the deduction of so much of such taxes as is
properly allocable to maintenance or interest charges.

#(2) Taxes on real property, to the extent that subsection (d)
requires such taxes to be treated as imposed on another taxpayer.”
(h) TECHNICAL AMENDMENTS.— :

(1) The frst sentence of section 164(f) (relating to payments 72 S L6,
for municipal services in atomic energy communities) is amended  ° s
by inserting “State™ hefore “real property taxes”,
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(2) Section 164(g) (relating to cross references) is amended
to read as follows:

“(g) Cross REFERENCES.—

“(1) For provisions disallowing any deduction for the payment
of the tax imposed by subchapter B of chapter 3 (relating to tax-
free covenant bonds), see section 1451

“(2) For provisions disallowing any deduction for certain taxes,
see section 275."

(3) (A) Part IX of subchapter B of chapter 1 (relating to
items not deductible) is amended by adding at the end thereof
" the following new section:

“SEC. 275. CERTAIN TAXES.

~ “(a) Generar Rure—No deduction shall be allowed for the follow-
Ing

taxes:
“(1) Federal income taxes, including—
“(A) the tax imposedesl) section 3101 (relating to the tax
oAn ;:mployees under the Federal Insurance Contributions
et) s
“(B) the taxes imposed by sections 3201 and 3211 (relating
to the taxes on railroad employees and railroad employee
representatives) ; and
‘(C) the tax withheld at source on wages under section
3402, and corresponding provisions of prior revenue laws.
“(2) Federal war profits and excess profits taxes.
“(3; Estate, inheritance, legacy, succession, and gift taxes.
“(4) Income, war profits, and excess profits taxes imposed by
the authority of any Foreign country or possession of the United
States, if the taxpayer chooses to take to any extent the benefits
of section 901 (relating to the foreign tax credit).
“(5) Taxes on real property, to the extent that section 164(d)
requires such taxes to Ee treated as imposed on another taxpayer.

“(b) Cross REFERENCE.—

“For disallowance of certain other taxes, see section 164(c).”

(B) The table of sections for such part IX is amended by add-
ing at the end thereof the following:

“Sec. 275. Certain taxes.”

(4) Paragraph (1) of section 535(b) (relating to adjustments
to accumulated taxable income) is amended by striking out “sec-
tion 164 (b) (6)” and inserting in lieu thereof “section 275(a) (4)”.

(5) The first sentence of paragraph (1) of section 545(b)
(relating to adjustments to personal holding company taxable
income) is amended by striking out “section 164(b) (6)” and in-
serting in lieu thereof “section 275 (a) (4)”.

(6) The first sentence of paragraph (1) of section 556(b)
(relating to adjustments to f]t))rei personal holding compan
taxable income) is amended b‘y striking out “section 164 (b) (6)”
and inserting in lieu thereof ¢ section]g§5(a) (4)”.

(7) Paragraph (1) of section 901(d) (relating to credit for
taxes imposed by foreign countries) is amended l';y striking out
“section 164" and inserting in lieu thereof “sections 164 and 2757,

(8) Section 903 (relating to credit for taxes imposed by a for-
eign country in lieu of income, ete., taxes) is amended by striking
out “section 164(b)™ and inserting in lien thereof “sections 164 (a)
and 275(a)”.



78 StAT. ] PUBLIC LAW 88-272—FEB. 26, 1964

(¢) Errective Dare.—

(1) GeneraL rRuLE—Except as provided in paragraph (2), the
amendments made by this section shall apply to taxable years
beginning after December 31, 1963.

2) SPECIAL TAXING DISTRICTS.—Section 164(c) (1) of the Inter-
nal Revenue Code of 1954 (as amended by subsection (a)) shall
not prevent the deduction under section 164 of such Code (as so
amended) of taxes levied by a special taxing district which is
described in section 164(b) (5) of such Code (as in effect for a
taxable year ending on December 31, 1963) and which was in
existence on December 31, 1963, for the purpose of retiring indebt-
edness existing on such date.

SEC. 208. PERSONAL CASUALTY AND THEFT LOSSES.

(a) Limrration oN Amount oF Casvarry or THEFT Loss Depuc-
TI0N.—Section 165 (¢) (3) (relating to losses of property not connected
with trade or business) is amended to read as follows:

“(3) losses of property not connected with a trade or business,
if such losses arise from fire, storm, shipwreck, or other casualty,
or from theft. A loss described in this paragraph shall be allowed
only to the extent that the amount of loss to such individual
arising from each casualty, or from each theft, exceeds $100.
For purposes of the $100 limitation of the preceding sentence,
a husband and wife making a joint return under section 6013 for
the taxable year in which the loss is allowed as a deduction shall
be treated as one individual. No loss described in this paragraph
shall be allowed if, at the time of filing the return, such loss has
been claimed for estate tax purposes in the estate tax return.”

(b) Errecrive Date—The amendment made by subsection (a)
shall apgly to losses sustained after December 31, 1963, in taxable

years ending after such date.

SEC. 209. CHARITABLE, ETC., CONTRIBUTIONS AND GIFTS.

(a) Cerrary ORrGANIZATIONS ADDED TO ADDITIONAL 10-PERCENT
CuarrrasLe LiMrraTion.—Section 170(b))( 1) (A) (relating to limita-
tion on amount of deduction for charitable contributions %y individ-
uals) is amended by striking out “or” at the end of clause (iii), and
by inserting after clause (iv) the following new clauses:

( “(‘{ a governmental unit referred to in subsection
e)(1),or

)‘fn) an organization referred to in subsection (c) (2)
which normally receives a substantial part of its support
(exclusive of income received in the exercise or
performance by such organization of its charitable, edu-
cational, or other purpose or function constituting the
basis for its exemption under section 501(a)) from a
governmental unit referred to in subsection (¢)(1) or
frol;ﬁ qlrect or indirect contributions from the general
public,”.

(b) Unrnimitep Cuarrrasre CoNtrisurioN DEpTCTion.—Section
170 (relating to charitable, etc., contributions and gifts) is amended by
inserting after subsection (f) (added by subsection (e) of this section)
the following new subsection :

“(g) ArpuicatioNn oF Unruivrtep CuHarrraBie CoNtTriBuTION DE-
PUCTION.—

“(1) ALLOWANCE OF DEDUCTION FOR TAXABLE YEARS BEGIN-
NING AFTER DECEMBER 31, 1963,—If the taxable year begins after
December 31, 1963—

“(A) subsection (b)(1)(C) shall apply only if the tax-
payer so elects (at such time and in such manner as the Secre-
tary or his delegate by regulations prescribes) ; and
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“(B) for purposes of subsection (b) (1) (C), the amount of
the charitable contributions for the taxable year (and for all
prior taxable years beginning after December 31, 1963)
shall be determined wi&out the application of subsection
(b) (5&e and solely by reference to charitable contributions
described in paragraph (2).

Tf the taxpayer elects to have subsection (b) (1) (C) apply for the
taxable year, then for such taxable year subsection (az)eshall apply
only with respect to charitable contributions deseribed in para-

aph (2}, and no amount of charitable contributions made in
the taxable year or any prior taxable year may be treated under
subsection (h (5) as iaving been made in the taxable year or
in any succeeding taxable year.

“(2) Quaniriep conTRIBUTIONS.—The charitable contributions
referred to in paragraph (1) are—

(b‘;( A))( iny charitable contribution described in subsection
1) (A);

“(B) any charitable contribution, not described in subsec-
tion (b) (1) (A), to an organization described in subsection
(¢) (2) substantially more than half of the assets of which
is devoted directly to, and substantially all of the income of
which is expended directly for, the active conduct of the
activities constituting the purpose or function for which it is
nrganized and operated ;

*(C) any charitable contribution, not deseribed in sub-
section (b) (1) (A), to an organization described in subsection
(e) (2) which meets the requirements of paragraph (3) with
respect to such charitable contribution: and

“(D) any charitable contribution payment of which is
made on or before the date of the enactment of the Revenue
Act of 1964. .

“(3) ORGANIZATIONS EXPENDING AT LEAST 50 PERCENT OF DONOR'S
CONTRIBUTIONS.—An organization shall be an organization
referred to in paragraph (2) (C), with respect to any charitable
contribution, only 1f—

“(A) not later than the close of the third year after the
organization’s taxable year in which the contribution is re-
cetved (or before such later time as the Secretary or his dele-
gate may allow upon good cause shown by such organization),
such organization expends an amount equal to at least 50
percent of such contribution for—

“(1) the active conduct of the activities constituting
the purpose or function for which it is organized and
operated,

“éii) assets which are directly devoted to such active
conduet,

“(iil) contributions to organizations which are
described in subsection (b) (1) (A) or in paragraph (2)
(B) of this subsection, or

“(iv) any combination of the foregoing; and

“(B) for the period beginning with the taxable year in
which such contribution 1s received and ending with the
taxable year in which subparagraph (A) is satisfied with
respect to such contribution, such organization expends all
of its net income (determined without regard to capital

ains and losses) for the purposes described in clauses (i),
%ii), (iii), and (iv) of subparagraph (A).

If the taxpayer so elects (at such time and in such manner as the
Secretary or his delegate by regulations prescribes) with respect
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to contributions made by him to any ovganization, then, in
applying subparagraph (B) with resFect to contributions made
by him to such organization during his taxable year for which
such election is made and during all his subsequent taxable years,
amounts expended by the organization after the close of any of
its taxable years and on or before the 15th day of the third
month following the close of such taxable year shall be treated
as expended during such taxable year.

“(4) DISQUALIFYING TRANSACTIONS.—An organization shall be
an organization referred to in subpam%fap (B) or (C) of
paragraph (2) only if at no time during the period consisting of
the organization’s taxable year in which the contribution is
received, its 3 preceding taxable years, and its 3 sncceeding tax-
able years, such organization—

“(A) lends any part of its income or corpus to,

“(B) pays compensation (other than reasonable com-
pensation for personal services actually rendered) to,

“(C) makes any of its services available on a preferential
basis to,

“(D) purchases more than a minimal amonnt of securities
or other property frowm, or

“(E) sells more than a minimal amount of securities or
other property to,

the donor of such eontribution, any member of his family (as
defined in section 267(¢) (4)), any employee of the donor, any 84 St 78.
officer or employee of a corporation in which he owns (divectly :
or indirectly) 50 percent or more in value of the outstanding
stock, or any partner or employee of a partnership in which he
owns (dirvectly or indirectly) 50 percent or more of the capital
interest or profits interest. This pavagraph shall not apply to
transactions occurring on or before the date of the enactment
of the Revenue Act of 1964.”

(¢) 5-Yrar Carrvover oF Cerrax Cirarrrasre CONTRIBUTIONS

Mapg By Inpivibvars.—

(1) Ix GENERAL—Section 17051)) (velating to limitations on 72 &t 1819
amount of deduction for charitable contributions) is amended by g
adding at the end thereof the following new paragraph:

“(5) CARRYOVER OF CERTAIN EXCESS CONTRIRUTIONS  BY
INDIVIDUALS.—

“(A) In the ease of an individual, if the amount of chari-
table contributions described in paragraph (1) (A) payment
of which is made within a taxal}:]e vear (hereinafter in this
paragraph referred to as the ‘contribution year’) beginning
after December 31, 1963, exceeds 30 percent of the taxpayer’s
adjusted gross income for such year (computed without
regard to any net operating loss earryback to such year
under section 172), such excess shall be treated as a chari- 20 USC 172
table contribution deseribed in paragraph (1) (A) paid in
each of the 5 succeeding taxable years in order of time, but,
with respect to any such sueceeding taxable year, only to the
extent of the lesser of the two following amounts:

“(i) the amount by which 30 percent of the taxpayer's
adjusted gross income for such succeeding taxable year
(mm%uted without regard to any net operating loss
carryback to such succeeding taxable year under section
172) exceeds the sum of the charitable contributions
described in paragraph (1) (\\) payment of which ix
made by the taxpayer within such succeeding taxable
vear (determined without regard to this subparagraph)
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and the charitable contributions described in paragraph
(1) (A) payment of which was made in taxable years
(beginning after December 31, 1963) before the contri-
bution year which are treated under this subparagraph
as having been paid in such succeeding taxable year; or
“(ii) in the case of the first succeeding taxable year,
the amount of such excess, and in the case of the second,
third, fourth, or fifth succeeding taxable year, the portion
of such excess not treated under this subpa h as a
charitable contribution deseribed in paragraph (1) (A)
paid in any taxable year intervening between the con-
tribution year and such succeeding taxable year.

“(B) In applying subparagraph (A), the excess deter-
mined under subparagraph (A) for the contribution year
shall be reduced to the extent that such excess reduces taxable
income (as computed for purposes of the second sentence of
section 172(b) (2) ) and increases the net operating loss deduc-
tion for a taxable year succeeding the coutribution year.”

(2) Tecuxican aMENDMENTS,—Sections 545(b) (2) (relating
to deductions for charitable contributions by personal holding
companies) and 556(b) (2) (relating to deductions for charitable
contributions by foreign personal holding companies) are each
amended by striking out *“section 170(b)(2)” and inserting in
lieu thereof “‘section 170 (b) (2) and (5)™.

(d) 5-Yrar Carryvover or Cerrary CoHamiTasre CoNTRIBUTIONS
Mabk BY CORPORATIONS.—

(1) Ix cexeraL.—Section 170(b)(2) (relating to limitation

on amount of deduction for charitable contributions by corpora-
tions) is amended by striking out the sentence following subpara-
graph (D) and inserting in lieu thereof the following:
“Any contribution made by a corporation in a taxable year (here-
inafter in this sentence referred to as the ‘contribution year’) in
excess of the amount deductible for such year under the preced-
ing sentence shall be deductible for each of the 5 succeeding
taxable years in order of time, but only to thé extent of the lesser
of the two following amounts: (i) the excess of the maximum
amount deductible for such succeeding taxable year under the
preceding sentence over the sum of the contributions made in
such year plus the aggregate of the excess contributions which
were made in taxable years before the contribution year and
which are deductible under this sentence for such succeeding tax-
able year; or (ii) in the case of the first succeeding taxable year,
the amount of such excess contribution, and in the case of the
second, third, fourth, or fifth succeeding taxable year, the por-
tion of such excess contribution not deductible under this sentence
for any taxable year intervening between the contribution year
and such succeeding taxable year.”

(2) CARRYOVERS IN CERTAIN CORPORATE ACQUISITIONS—Par-
agraph (19) of section 381(c) (velating to items of distributor
or transferor corporation) is amended to read as follows:

“(19) CHARITABLE CONTRIBUTIONS IN EXCESS OF PRIOR YEARS
riviraTioNs.—Contributions made in the taxable year ending
on the date of distribution or transfer and the 4 prior taxable
years by the distributor or fransferor corporation in excess
of the amount deductible under section 170(ly (2) for such
taxable years shall be deductible by the acquiring corporation
for its taxable years which begin after the date of distribution
or transfer, subject to the limitations imposed in section 170
(b)(2). TIn applying the preceding sentence, each taxable vear
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of the distributor or transferor corporation beginning on or before
the date of distribution or transfer shall be treated as a prior
taxable year with reference to the acquiring corporation’s tax-
able years beginning after such date.”

(e) Furure IntTerests 1N Tancmre PersoNar ProperTY.—Sec-
tion 170 (relating to charitable, etc., contributions and gifts) is
amended by redesignating subsections (f) and (g) as subsections (h)
and (i), respectively, and by inserting after subsection (e) the
following new subsection :

“(f) Furure INTERESTS IN TaANGIBLE PERSONAL ProPERTY.—For
purposes of this section, payment of a charitable contribution which
consists of a future interest in tangible personal property shall be
treated as made only when all intervening interests in, and rights to
the actual possession or enjoyment of, the property have expired or
are held by persons other than the taxpayer or those standing in a
relationship to the taxpayer described in section 267(b). For pur-
poses of the preceding sentence, a fixture which is intended to be
severed from the real property shall be treated as tangible personal

ropert .”
. ( ?) ]gmcrrvm DaTtes.—

(1) The amendments made by subsections (a), (b), and (c),
shall apply with respect to contributions which are paid in
taxable years beginning after December 31, 1963.

(2) The amendments made by subsection (d) shall apply
to taxable years beginning after December 31, 1963, with respect
to contributions which are paid (or treated as paid under section
170(a) (2) of the InternalpRavanua Code of 1954) in taxable
years ing after December 31, 1961.

(3) The amendments made by subsection (e) shall apply to
transfers of future interests made after December 31, 1963, in
taxable years ending after such date, except that such amend-
ments shall not apply to any transfer of a future interest made
before July 1, 1964, where—

(Af the sole intervening interest or right is a nontrans-
ferable life interest reserved by the donor, or

(B) in the case of a joint gift by husband and wife, the
sole intervening interest or right is a nontransferable life
interest. reserved by the donors which expires not later than
the death of whichever of such donors dies later.

For purposes of the exception contained in the preceding sen-
tence, a right to make a transfer of the reserved life interest to
the donee of the future interest shall not be treated as making
a life interest transferable.

SEC. 210. LOSSES ARISING FROM EXPROPRIATION OF PROPERTY BY

GOVERNMENTS OF FOREIGN COUNTRIES.

(a) Ner Oeerarine Loss Carrvover.—Section 172 (relating to
net operating loss deduction) is amended— :

(1) by striking out “Except as provided in clause gii)” in
subsection (b) (1) (A) (i) and inserting in lieu thereof “Except
as provided in clause (i1) and in subparagraph (D)”;-

82) by striking out “Except as provitfed in subparagraph
(C)” in subsection (b)(1)(B) and inserting in lieu thereof
“Except as provided in subparagraphs (C) and (D)”;

(3) by adding at the end of subsection (b) (1) the following
new subparagraph:

“(D) In the case of a taxpayer which has a foreign expro-
priation loss (as defined in subsection (k)) for any taxable
year ending after December 31, 1958, the portion of the net
operating loss for such year attributable to such foreign ex-
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propriation loss shall not be a net operating loss carryback
to any taxable year preceding the taxable year of such loss
and shall be a net operating loss carryover to each of the 10
taxable years following the taxable year of such loss.”;
(4) by adding at the end of subsection (b) (3) the following
new subparagraphs:
#(C) Paragraph (1) (D) shall apply only if—
*(1) the foreign expropriation loss (as defined in sub-
section (k)) for the taxable year equals or exceeds 50
percent of the net operating loss for the taxable year,
“(ii) in the case of a foreign expropriation loss for a
taxable year ending after December 31, 1963, the tax-
gayer elects (at such time and in such manner as the
ecretary or his delegate by regulations prescribes) to
have paragraph (1) (D) apply, and
“(i1i) in the case of a foreign expropriation loss for a
taxable year ending after December 31, 1958, and before
January 1, 1964, the taxpayer elects (in such manner as
the Secretary or his delegate by regulations prescribes?
((m) ?f) )befm'le December 31, 1965, to have paragraph
1 a ;
%(D) Ifa tggp%;yer makes an election under subparagraph
(C) (ii1), then (notwithstanding any law or rule o‘fglaw).
with respect to any taxable year ending before January 1.
1964, affected by the election—
“(i) the time for making or changing any choice or
bl election under subpart A of part III of subchapter N
i (relating to foreign tax credit) shall not expire before
January 1, 1966,
“(ii) any deficiency attributable to the election under
subparagraph (C) (i11) or to the application of clause
(i) of this subparagraph may be assessed at any time
before January 1, 1969, and
*(iii) refund or credit of any overpayment attrib-
utable to the election under subparagraph (C) (iii) or
to the application of clause (i) of this subparagraph may
be made or allowed if claim therefor is filed before Janu-
ary 1,1969.”;
i (5) by redesignating subsection (k) as (1), and by inserting
\ after subsection (j) the following new subsection :
(k) (Fr)ntnm N Exprorrration Loss Derivep.—For purposes of sub-
<ection (b)—

“(1) The term ‘foreign expropriation loss’ means, for any tax-
able year, the sum of the losses sustained by reason of the expro-
priation, intervention, seizure, or similar taking of property by
the government of any foreign country, any political subdivision
thereof, or any ageney or instrumentality of the foregoing. For
yurposes of the preceding sentence, a debt which becomes worth-
Ie&-: shall, to the extent of any deduction allowed under section
166 (a), be treated as a loss.

“(2) The portion of the net operating loss for any taxable
year attributable to a foreign expropriation loss is the amount of
the foreign expropriation loss for such year (but not in excess
of the net operating loss for such year).”

(h) Trcuxican AsenpmenTs.—Section 172(b) (2) is amended—

(1) by striking out subparagraph (B) and inserting in lieu
thereof the following:

*(B) by determining the amount of the net operating loss
dedunetion—

76 Stat. 889,
26 USC 172,
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“(i) without regard to the net operating loss for the
loss year or for any taxable year thereafter, and
“(11) without regard to that portion, if any, of a net
operating loss for a taxable year attributable to a foreign
expropriation loss, if such portion may not, under para-
graph (1) (D), be carried back to such prior taxable
year,”; and
(2) by adding at the end thereof the followin r new sentence:
“For purposes of this pamgragh, if a portion of the net operating
loss for the loss year is attributable to a foreign expropriation
loss to which paragraph (1) (D) applies, such portion shall be
considered to be a separate net operating loss for such year to be
applied after the other portion of such net operating loss.”

(¢) Errecrive Date.—The amendments made by this section shall
apply in respect of fomi%le expropriation losses (as defined in section
l:2(]¥) of the Internal Revenue Code of 1954, as amended by sub-
section (a) (5) of this section), sustained in taxable years ending after
December 31, 1958.

SEC. 211. ONE-PERCENT LIMITATION ON MEDICINE AND DRUGS.

(a) GexeraL Rure—Subsection (b) of section 213 (relating to
medical, dental, etc., expenses) is amended by adding at the end thereof
the following new sentence: “The preceding sentence shall not apply
to amounts paid for the care of—

“(1) the taxpayer and his spouse, if either of them has attained
the age of 65 before the close of the taxable year, or
“(2) any dependent described in subsection (a) (1) (A).”

(b) Errective Date—The amendment made by subsection (a)

shall apply to taxable years beginning after December 31, 1963.

SEC. 212, CARE OF DEPENDENTS.

(a) CHmp Care ArrowanNce—Section 214 (relating to expenses
for care of certain dependents) is amended to read as follows:
“SEC. 214, EXPENSES FOR CARE OF CERTAIN DEPENDENTS.

“(a) Gexeran Rure—There shall be allowed as a deduction
expenses paid during the taxable year by a taxpayer who is a woman
or widower, or is a husband whose wife is incapacitated or is institu-
tionalized, for the care of one or more dependents (as defined in sub-
section (d) (1)), but only if such care is for the purpose of enabling
the taxpayer to be gainfully employed.

“(b) LiyrratioNs.—

“(1) DoLLar LIMIT.—

“(A) Except as provided in subparagraph (B), the deduc-
tilt;ln under subsection (a) shall not exceedp $600 for any tax-
able year.
~ “(B) The $600 limit of subparagraph (A) shall be
increased (to an amount not above $900) by the amount of
expenses incurred by the taxpayer for any period during
which the taxpayer had 2 or more dependents.

“(2) WORKING WIVES AND HUSBANDS WITH INCAPACITATED
wives.—In the case of a woman who is married and in the case of
a husband whose wife is incapacitated, the deduction under sub-
section (a)—

“(A) shall not be allowed unless the taxpayer and his
spouse file a joint return for the taxable year, and

“(B) shall be reduced by the amount (if any) by which
the adjusted gross income of the taxpayer and his spouse
exceeds $6,000.

This paragraph shall not np(i)ly in the case of & woman who is
married, to expenses incurre while her husband is incapable of
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self-support because mentally or physically defective, or, in the
case OF a husband whose wife is incapacitated, to expenses in-
curred while his wife is institutionalized if such institutionaliza-
tion is for a period of at least 90 consecutive days (whether or not
:ivitltlhin one taxable year) or a shorter period if terminated by her
eath,

_%(3) CERTAIN PAYMENTS NOT TAKEN INTO ACCOUNT.—Subsec-
tion (a) shall not apply to any amount paid to an individual with
respect to whom the taxpayer is allowed for his taxable year

oty a deduction under section 151 (relating to deductions for personal
exemptions).

“(c) Sercrar Rure Wuere Wrire Is INcapacrraTen or INSTITU-
T10NALIZED.—In the case of a husband whose wife is incapacitated or
is_institutionalized, the deduction under subsection (a) shall be
allowed only for expenses incurred while the wife was incapacitated
or institutionalized (as the case may be) for a period of at least 90
consecutive days (whether or not within one taxable year) or a shorter
period if terminated by her death.

“(d) DerFintrioNs.—For purposes of this section—

“(1) Deepexpent.—The term ‘dependent’ means a person with
respect to whom the taxpayer is entitled to an exemption under
section 151 (e) (1)—

“(A) who has not attained the age of 13 years and who
SRUSE 15% (within the meaning of section 152) is a son, stepson,
daughter, or stepdaughter of the taxpayer; or
“(B) who is physically or mentally incapable of caring
for himself.

“(2) Wmower.—The term ‘widower’ includes an unmarried
individual who is legally separated from his spouse under a decree
of divorce or of separate maintenance,

“(3) Incapacrratep wire—A wife shall be considered ineca-
»acitated only (A) while she is incapable of caring for herself

cause mentally or physically defective, or (B) while she is
institutionalized.

“(4) InstrrurioNarizep wire—A wife shall be considered
institutionalized only while she is, for the purpose of receiving
medical care or treatment, an inpatient, resident, or inmate of a
public or private hospital, sanitarium, or other similar institution.

“(5) DETERMINATION OF sTATUS.—A woman shall not be con-
sidered as married if—

“(A) she is legally separated from her spouse under
a decree of divorce or of separate maintenance at the
close of the taxable year, or

“(B) she has been deserted by her spouse, does not know
his whereabouts (and has not known his whereabouts at
any time during the taxable year), and has applied to a
court. of competent jurisdiction for appropriate process
to compel him to pay support or otherwise to comply with
the law or a judicial order, as determined under regula-
tions prescribed by the Secretary or his delegate.”

(b) Errecrive Date—The amendment made by subsection (a)
shall apply to taxable years beginning after December 31, 1963.

SEC. 213. MOVING EXPENSES,
(n) Depvceriox ALLowebd ror MoviNg EXpENsER.—
sadba Lo (1) Part VII of subchapter B of chapter 1 (relating to
additional itemized deductions for individuals) is amendeg by
redesignating section 217 as section 218 and by inserting after
section 216 the following new section :
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“SEC. 217. MOVING EXPENSES.

“(a) Deoverion Avrowep—There shall be allowed as a deduc-
tion moving expenses paid or incurred during the taxable year in
connection with the commencement of work by the taxpayer as an
employee at a new principal place of work.

“(b) Derixrriox oF Movine ExPENSER.—

“(1) In ceENEraL—For purposes of this section, the term
‘moving expenses’ means only the reasonable expenses—

(A} of moving household goods and personal effects
from the former residence to the new residence, and

“(B) of traveling (including meals and lodging) from
the former residence to the new place of residence.

“(2) INDIVIDUALS OTHER THAN TaXPAYER—In the case of any
individual other than the taxpayer, expenses referred to in para-
graph (1) shall be taken into account only if such individual
has both the former residence and the new residence as his prin-
cipal place of abode and is a member of the taxpayer’s household.

“(¢) Coxprrons ror Arrowance—No deduction shall be allowed
under this section unless—

“(1) the taxpayer’s new principal place of work—

“(A) is at least 20 miles farther from his former residence
than was his former principal place of work, or

“(B) if he had no former principal place of work, is at
feast 20 miles from his former residence, and

#(2) during the 12-month period immediately following his
arrival in the general location of his new principal place of work,
the taxpayer is a full-time employee, in such general location,
during at least 39 weeks.

*(d) Rures ¥or APPLICATION OF SuBskcTioN (c¢)(2).—

“(1) Subsection (c) (2) shall not apply to any item to the extent
that the taxpayer receives reimbursement or other expense allow-
ance from his employer for such item.

“(2) If a taxpayer has not satisfied the condition of subsection
(¢) (2) before lﬁe time prescribed by law (including extensions
thereof) for filing the return for the taxable year during which
he paid or incurred moving expenses which would otherwise be
deduetible under this section, but may still satisfy such condi-
tion, then such expenses may (at the eﬂsctinn of the taxpayer) be
tl(‘t}l(.lt!')lﬁ(}ffﬂl' such faxable year notwithstanding subsection (¢) (2).

&

3) If—

“(A) for any taxable year moving expenses have been
det)lucleél in accordance with the rule provided in paragraph
(2), an

*(B) the condition of subsection (e) (2) is not satisfied by
the close of the subsequent taxable year.

then an amount equal to the expenses which were so deducted
shall be included i gross income for such subsequent taxable
ear.

“'(g) Disarrowaxce or Depucriox Wirn Respecr 1o REIMBURSE-
seNTS Nor Ixcnvpep 1x Gross INncome—No deduction shall be al-
lowed under this section for any item to the extent that the taxpayer
receives reimbursement or other expense allowance for such item
which is not included in his s income.

“(f) Recurarrons.—The Secretary or his delegate shall prescribe
such regulations as may be necessary to carry ouf the purposes of this
section.”
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(2) The table of sections for part VII of subchapter B of
chapter 1 is amended by striking out—

“Sec. 217. Cross references.”
and inserting in lieu thereof the following:

“Sec. 217. Moving expenses.
“Sec. 218. Cross references.”

(b) ApsustED Gross IncoyMe—Section 62 (defining adjusted gross
income) is amended by inserting after paragraph (7) the following
new paragraph:

“(8) Moving expENSE DEDUCTION.—The deduction allowed by
section 217.”

(c) WirnmOLDING.—Section 3401(a) (relating to definition of
“wages”) is amended by adding after paragraph (14) (added by sec-
tion 204 (b) of this Act) the following new paragraph:

“(15) to or on behalf of an employee if (:m-f to the extent that)
at, the time of the payment of such remuneration it is reasonable
to believe that a corresponding deduction is allowable under
section 217.”

(d) Errecrive Dares—The amendments made by subsections (a)
and (b) shall apply to expenses incurred after December 31, 1963, in
taxable years ending after such date. The amendment made by sub-
section (c¢) shall apply with res[f)ec-t to remuneration paid after
the seventh day following the date of the enactment of this Act.

SEC. 214. 100 PERCENT DIVIDENDS RECEIVED DEDUCTION FOR MEM-
BERS OF ELECTING AFFILIATED GROUPS.

(a) 100 Percext Divipexps Receven Depuvcrion.—Section 243
(relating to dividends received by corporations) is amended to read
as follows:

“SEC. 243. DIVIDENDS RECEIVED BY CORPORATIONS.

“(a) Gexpran Ruvrne—In the case of a corporation, there shall be
allowed as a deduction an amount equal to the following percentages
of the amount received as dividends from a domestic corporation
which is subjeet to taxation under this chapter:

L | 1; 85 percent, in the case of dividends other than dividends
described in paragraph 52) or (3):

“(2) 100 percent, in the case of dividends received by a small
business investment company operating under the Small Business
Investment Act of 1958 ; anc

“(3) 100 percent, in the case of qualifying dividends (as defined
in subsection (b)(1)).

“(b) QuarrryiNg Divinesps.—

“(1) Derixirron.—For purposes of subsection (a)(3), the
term ‘qualifying dividends® means dividends received by a cor-
poration which, at the close of the day the dividends are received.
is o member of the same affiliated, group of ‘corporations (as
defined in paragraph (i)) as the corporation distributing the
dividends, if—

*(A) such affiliated group has made an election under
paragraph (2) which is effective for the taxable years of its
members which include such day, and

“(B) such dividends are distributed out of earnings and
profits of a taxable year of the distributing corporation end-
g after December 31, 1963—

“(1) on each day of which the distributing corporation
and the corporation receiving the dividends were meni-
bers of such affilinted group, and

¥(i1) for which an election nnder section 1562 (relat-
ing to election of multiple surtax exemptions) is not
effective.
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%(2) Erecrion.—An election under this paragraph shall be
made for an affiliated group by the common parent corporation,
and shall be made for any taxagle year of the common parent, cor-
]lyomt'ion at such time and in such manner as the Secretary or his
delegate by lations prescribes. Such election may not be
made for an affiliated group for any taxable year of the common
parent corporation for which an election under section 1562 is
effective. Each corporation which is a member of such group at
any time during its taxable year which includes the last day of
such taxable year of the common parent corporation must consent
to such election at such time and in such manner as the Secreta
or his delegate by regulations prescribes. An election under this
paragraph shall be effective—

“(A) for the taxable year of each member of such affili-
ated group which includes the last day of the taxable year
of the common parent corporation with respect to which the
election is made (except t?at in the case of a taxable year of
a member beginning in 1963 and ending in 1964, if the elec-
tion is effective for the taxable year of the common parent
corporation which includes the last day of such taxable year
of such member, such election shall be effective for such tax-
able year of such member, if such member consents to such
election with respect to such taxable year),and

#(B) for the taxable year of each member of such affiliated
group which ends after the last day of such taxable year of
the common parent corporation but which does not include
suchhd(a;;.l, unless the election is terminated under para-

* &%1)11 cT oF ELECTION.—If an election by an affiliated group
is effective with respect to a taxable year of the common parent
corporation, then under regulations prescribed by the Secretary
or his delegate—

“(A) no member of such affiliated group may consent to
an election under section 1562 for such taxable year

“(B) the members of such affiliated group shall be treated
as one taxpayer for purposes of making the elections under
section 901(a) %re]atm to allowance of foreign tax credit)
and section 904(b) (1) (relating to election of overall limita-
tion), and

%(C) the members of such affiliated group shall be limited
to one—

“(i) $100,000 minimum accumulated earnings credit
under section 535 (¢) (2) or (3),

“(ii) $100,000 limitation for exploration expenditures
under section 615 (a) and (b),

“(iii) $400,000 limitation for exploration expendi-
tures under section 615(c¢) (1),

“(iv) $25,000 limitation on small business deduction
of life insurance companies under sections 804(a) (4)
and 809 (d) (10),and

“(v) $100,000 exemption for purposes of estimated tax
filing requirements under section 6016 and the addition
to tux under section 6655 for failure to pay estimated tax.

“(4) Tersnixarron.—An election by an affiliated group under
paragraph (2) shall terminate with respect to the taxable year of
the connmon parent corporation and with respect to the taxable
years of the members n¥ such affiliated group which include the
l%m day of such taxable year of the common parent corporation
'l —

Post, p. 117.
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*“(A) Coxsexr oF deEMBErs.—Such affilinted gronp files
a termination of such election (at such time and in such
manner as the Secretary or his delegate by regulations pre-
seribes) with respect to such taxabie yvear of the common
parent corporation, and each corporation which is a member
of such affiliated group at any time during its taxable year
which includes the last day of) such taxable year of the com-
mon Earent- corporation consents to such termination, or

“(B) Rerusan BY NEW MEMBER TO coNsENT.—During such
taxable year of the common parent corporation such affiliated
group includes a member which—

“(i) was not a member of such group during such
common parent corporation’'s immediately preceding
taxable year, and

“(ii) such member files a statement that it does not
consent to the election at such time and in such manner
as the Secretary or his delegate by regulations prescribes.

#(5) DEFINITION OF AFFILIATED GROUP.—For purposes of this

subsection, the term ‘affiliated group’ has the meaning assigned
to it by section 1504(a), except that for such purposes sections
1504(13 2) and 1504 (c) shall not apply.

“(6) SPECIAL RULES FOR INSURANCE COMPANIES.—If an election
under this subsection is effective for the taxable year of an in-
surance company subject. to taxation under section 802 or 821—

“(A) part II of subchapter B of chapter 6 (relating to
certain controlled corporations) shall be applied without
regard to section 1563(a)(4) (rvelating to certain insurance
companies) and section 1563 (b) (2) (1)) (velating to certain
excluded members) with respect to such company and the
other corporations which are members of the controlled group
of corporations (as determined under section 1563 without
regard to subsections (a) (4) and (b) (2) (1)) of which such
company is a member, and

“(B) for purposes of paragraph (1), a distribution by
such company out of earnings :ms profits of a taxable year
for which an election under this subsection was not effec-
tive, and for which such company was not a component
member of a controlled group of corporations within the
meaning of section 1563 solely by reason of section
1563(b) (2) (1), shall not be a qualifymg dividend.

*(¢) Seecisr Rurks ror (CrrraiN DistriBrrions.—For purposes

of subsection (a)—

“(1) Any amount allowed as a deduction under section 591
(relating to deduction for dividends paid by mutual savings
banks, ete.) shall not be treated as a dividend.

*(2) A dividend received from a regulated investment com-
pany shall be subject to the limitations preseribed in section 854.

“(3) Any dividend received from a real estate investment trust
which, for the taxable yvear of the trust in which the dividend
is paid, qualifies under part II of subchapter M (section 856 and
fn{l)owin r) shall not be freated as a dividend.

“(4) Any dividend received which is described in section 244
(velating to dividends received on preferred stock of a public
utility) shall not. be treated as a dividend.

“(d) Crerraiy Drvibesns From Forriey  CorroraTions.—For

nirposes of subsection (a) and for purposes of section 245, any divi-
(llem from a foreign corporation from earnings and profits accumu-
lated by a domestic corporation during a period with respect to which
such domestic corporation was subjeet to taxation under this chapter
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(or corresponding provisions of prior law) shall be treated as a
dividend from a domestic corporation which is subject to taxation
under this chapter.”

(b) TrEcHNICAL AMENDMENTS.— )

(1) Section 244 (relating to dividends received on certain

referred stock) is amended by inserting “(a) GeNerar Rure.—"
efore “In case of a corporation,” and by adding at the end thereof
the following new subsection : el .

“(b) ExceprioNn.—If the dividends described in subsection (a) (1)
are qualifying dividends (as defined in section 243(b) (1), but deter-
mined without regard to section 243 (¢) (4) ) — )

“(1) subsection ((ia) shall be applied separately to such quali-
fying dividends, an ;

“(2) for purposes of subsection (a)(3), the percentage
applicable to such qualifying dividends shall be 100 percent in
lieu of 85 percent.” ) L .

(2) Section 246(b) (relating to limitation on agﬁﬁa{:a
amount of deductions for dividends received) is amended by
striking out “243(a), 244,” each place it appears therein and
inserting in lieu thereof “243(a) (1), 244 (a),”. )

(8) Section 804(a) (5) (relating to the a;l)plicahon of section
246(b) to taxable investment income of life insurance com-
panies) is amended by striking out “243(a), 244,” and inserting
mn lien thereof “243 (a{(l), 244 (a),”.

(4) Section 809(d) (8) (B) (relating to the application of
section 246(b) to the life insurance company’s share of certain
dividends) is amended by striking out “243(a), 244,” each place
it a(-p ars therein and inserting in lieu thereof “243(a) (1),
244 (a),”.

(c) Errecrive Dare.—The amendments made by subsections (a)
and (b) shall ap%{ with respect to dividends received in taxable
years ending after December 31, 1963.

SEC. 215. INTEREST ON LOANS INCURRED TO PURCHASE CERTAIN
INSURANCE AND ANNUITY CONTRACTS.

(a) DisattowanNce oF InTerest Depuction.—Section 264 (a)
(relating to certain amounts paid in connection with insurance con-
tracts) is amended—

(1) by inserting after paragraph (2) the following new
paragraph:

“(3) Exvept- as provided in subsection (c¢), any amount paid
or accrued on indebtedness incurred or continued to purchase
or carry a life insurance, endowment, or annuity contract (other
than a single premium contract or a contract treated as a single
premium contract) pursuant to a plan of purchase which con-
f-em;l.ﬂntes the systematic direct or indirect borrowing of part
or all of the increases in the cash value of such contract (either
from the insurer or otherwise).”

(2) by adding at the end thereof the following new sentence:
“Pm'a:lgra-};h (3) shall apply only in respect o?mntmcts pur-
chased after August 6, 1963.”

(b) Excerrions.—Section 264 is amended by adding at the end
thereof the following new subsection :

“(e¢) Excerrions.—Subsection (a)(3) shall not apply to any
amount paid or acerued by a person during a taxable year on indebt-
edness incurred or continued as part of a plan referred to in sub-
.-tm'fifm’ (a,) (3)—

“(1) if no part of 4 of the annual premiums due during the
T-vear period (beginning with the date the first premium on the

31-667 O-65—7
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contract to which such plan relates was paid) is paid under such
plan by means of indebtedness,

“(2) if the total of the amounts paid or accrued by such person
during such taxable year for which (without regard to this para-
gmpls no deduction would be allowable by reason of subsection
(u) (3) does not exceed $100,

‘(8) if such amount was paid or accrued on indebtedness
incurred because of an unforeseen substantial loss of income or
unforeseen substantial increase in his financial obligations, or

“(4) if such indebtedness was incurred in connection with his
trade or business.

For purposes of applying paragraph (1), if there is a substantial
increase 1 the premiums on a contract, a new 7-year period described
in such paragraph with respect to such contract shall commence on
the date the first such increased premium is paid.”

(e) Errecrive Date.—The amendments made by this section shall
apply with respect to amounts paid or acerued in taxable years begin-
ning after December 31, 1963.

SEC. 216. INTEREST ON INDEBTEDNESS INCURRED OR CONTINUED
TO PURCHASE OR CARRY TAX-EXEMPT BONDS.

(a) Arrvication Wirth Reseecer to CeErTain FINaNcian INsTITU-
TioNs.—Section 265 (relating to expenses and interest relating to tax-
exempt income) is amended by adding at the end of paragraph (2)
the following new sentence: “In applying the preceding sentence to
u finaneial institution (other than a bank) which is a face-amount. cer-
tificate company registered under the Investment (‘ompany Act of
1940 (15 U.S.C. 80a-1 and following) and which is subject to the
banking laws of the State in which such institution is incorporated,
interest on face-nmount certificates (as defined in section 2(a) (15) of
such Act) issued by such institution, and interest on amounts received
for the purchase of such certificates to be issued by such institution,
shall not be considered as interest on indebtedness incurred or con-
tinued to purchase or earry obligations the interest on which is wholly
exempt from the taxes imposed by this subtitle, to the extent that the
average amount of such obligations held by such institution during
the taxable year (as determined under regulations prescribed by the
Secretary or his delegate) does not exceet%-ll:'i percent of the average
of the total assets held by such institution during the taxable year
(as so determined).”

(b) Errecrive Dare.—The amendment made by subsection (a)
shall apply with respect to taxuble years ending after the date of the
enactment of this Act.

SEC. 217. LIMITATION OF TRAVEL ALLOCATION REQUIREMENT TO
FOREIGN TRAVEL .

(a) Limrrariox oF Arpricatiox or Seeriox 274(e).—Seetion 274
(¢) (relating to traveling) is amended to read as follows:

“(e) Cerrarxy Forerexy TraveL—

(1) Ix gExerar—In the case of any individual who travels
outside the United States away from home in pursuit of a trade or
business or in pursuit of an activity described in section 212, no
deduction shall be allowed under section 162 or section 212 for that
portion of the expenses of such travel otherwise allowable under
such section which, under regulations prescribed by the Secretary
or his delegate, is not allocable to such trade or business or to such
activity.
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“(2) Exceprion.—Paragraph (1) shall not apply to the
expenses of any travel outside the United States away from home
if—

“(A) such travel does not exceed one week, or )

“(B) the portion of the time of travel outside the United
States away from home which is not attributable to the pur-
suit of the taxpayer’s trade or business or an activity
described in section 212 is less than 25 percent of the total
time on such travel. }

“(3) Domestic TRAVEL EXCLUDED.—For purposes of this subsec-
tion, travel outside the United States does not include any travel
from one point in the United States to another point in the United
States.”

(b) Errecrive Date—The amendment made by subsection (a)
shall apply with respect to taxable years ending after December 31,
1962, but only in respect of periods after such date.

SEC. 218. ACQUISITION OF STOCK IN EXCHANGE FOR STOCK OF COR-
PORATION WHICH IS IN CONTROL OF ACQUIRING CORPO-
RATION.

(a) Derinrrion or ReorecaNizartioNn.—Section 368(a) (1) (relat-
ing to definition of reorganizaﬁon; is amended by inserting after
“voting stock” in subparagraph (B) “(or in exchange solely for all
or a part of the voting stock of a corporation which is in control of
the acquiring corporation)”.

(b) TECHNICAL AMENDMENTS.—

(1) Section 368(a)(2)(C) (velating to special rules) is
amended to read as follows:

“(C) TRANSFERS OF ASSETS OR STOCK TO SUBSIDIARIES IN
CERTAIN PARAGRAPH (1) (A), (1) (B), AND (1)(C) CASES.—A
transaction otherwise qualifying under paragraph (1) %A),
(1) (B), or (1) (C) shall not be disqualirll)ed by reason of the
fact that part or all of the assets or stock which were ac-
quired in the transaction are transferred to a corporation
controlled by the ecorporation acquiring such assets or stock.”

(2) Section 368(b) (relating to definition of party to a reorga-
nization) is amended by striking out the last two sentences and
inserting in lieu thereof the following : “In the case of a reorgani-
zation qualifying under paragraph (1) (B) or (1) (C) of sub-
section (a), if the stock exchanged for the stock or properties is
stock of a corporation which is in control of the acquiring corpo-
ration, the term ‘a party to a reorganization’ includes the corpora-
tion so controlling the acquiring corporation. In the case of a
reorganization qualifying under paragraph (1) (A), (1)(B), or
(1) FC‘) of subsection (a) by reason of paragraph (2)(C) of
subsection (a), the term ‘a party to a reorganization’ includes the
corporation controlling the corporation-to which the acquired
assets or stock are transferred.”

(¢) Errecrive Date.—The amendments made by this section shall
apply with respect to transactions after December 31, 1963, in taxable
years ending after such date.

SEC. 219. RETROACTIVE QUALIFICATION OF CERTAIN.UNION-NEGO-

TIATED MULTIEMPLOYER PENSION PLANS.

a) BeaixNing or Prriop as Quaririep Trust.—Section 401 (re-
lating to qualified pension, profit-sharing, and stock bonus plans) is
amended by redesignating subsection (i) as subsection (j), and by in-
serting after subsection ﬁl} the following new subsection :

“(i) Cerrary  UN1oN-NEGOTIATED  MULTIEMPLOYER  PENsION
Prans.—In the case of a trust forming part of a pension plan which
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has been determined by the Seeretary or his delegate to constitute a
qualified trust under subsection (a) and to be exempt from taxation
under section 501 (a) for a period beginning after contributions were
first made to or for such trust, if it is shown to the satisfaction of the
Secretary or his delegate that—

“(1) such trust was created pursuant to a collective bargaining
agreement between employee representatives and two or more
employers who are not related (determined under regulations
prescribed by the Secretary or his delegate),

“(2) any disbursements of contributions, made to or for such
trust before the time as of which the Secretary or his delegate
determined that the trust constituted a qualified trust, substan-
tially complied with the terms of the trust, and the plan of which
the trust is a part, as subsequently qualified, and

“(3) before the time as of which the Secretary or his delegate
determined that the trust constitutes a qualified trust, the con-
tributions to or for such trust were not used in a manner which
would jeopardize the interests of its beneficiaries,

then such trust shall be considered as having constituted a qualified
trust under subsection (a) and as having been exempt from taxation
under section 501 (a) for the period begimming on the date on which
contributions were first made to or for such trust and ending on the
date such trust first constituted (without regard to this subsection) a
(ualified trust under subsection (a).”

(b) Errective Dare—The amendments made by subsection E;)
shall apply with respect to taxable years beginning after December
31, 1953, and ending after August 16, 1954, but only with respect to
contributions made after December 31, 1954,

SEC. 220. QUALIFIED PENSION. ETC., PLAN COVERAGE FOR EMPLOY-
EES OF CERTAIN SUBSIDIARY EMPLOYERS.

(a) Emrrovees or Foreien Sursmiaries CovERED BY SoCIAL SkcU-
riTy AcreeMENTs.—Part I of subchapter D of chapter 1 (relating to

nsion, profit-sharing, stock bonus plans, etc.) is amended by add-
ing at the end thereof the following new section:

“SEC. 406. CERTAIN EMPLOYEES OF FOREIGN SUBSIDIARIES.

“(a) TrearMENT A8 Emprovees or Doxestic CORPORATION —
For purposes of at)p]ying this part with respect to a pension, profit-
sharing, or stock bonus plan deseribed in section 401(a), an annu-
ity plan described in section 403(a), or a bond purchase plan
described in section 405(a), of a domestic corporation, an individual
who is a citizen of the United States and who is an employee of
a foreign subsidiary (as defined in section 3121(1) (8)? of such
domestic corporation shall be treated as an employee of such domestic
corporation, if—

“(1) such domestic corporation has entered into an agree-
ment under section 3121(1) which applies to the foreign
subsidiary of which such individual is an employee;

*i(2) tﬁe plan of such domestic corporation expressly provides
for contributions or benefits for individuals who are citizens of
the United States and who are employees of its foreign sub-
sidiaries to which an agreement entered into by such domestic cor-
poration under section 3121 (1) applies: and

“(3) contributions under a funded plan of deferred compen-
sation (whether or not a plan described in section 401 (a), 403 (a).
or 405(a)) are not provided by any other person with respect to
the remuneration paid to such individual by the foreign
subsidiary,
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“(h) Serenan Rures ror Aerenicarioxy or Seerion 401(a).—

*(1) NoxmscrimiNarion reQuirkMeNTs—For purposes of
applying paragraphs (3) () and (4) of section 401(a) with
respect. to an individual who is treated as an employee of a
domestie corporation under subsection (a)—

“(A) if such individual is an officer, shareholder, or per-
son whose principal duties consist in supervising the work of
other empFoyees of a foreign subsidiary of such domestic
corporation, he shall be treated as having such capacity with
re::Peet to such domestic corporation; and oo 4

(B) the determination of whether such individual is
a highly compensated employee shall be made by treating
such individual’s total compensation (determined with the
application of paragraph (2) of this subsection) as com-
pensation paid by such domestic corporation and by deter-
mining such individual’s status with regard to such domestic
corporation.

*(2) DETERMINATION OF COMPENSATION.—For purposes of
applying lparagraph (5) of section 401(a) with respect to an
individual who is treated as an employee of a domestic corpora-
tion under subsection (a)—

“(A) the total compensation of such individual shall be
the remuneration palitlie to such individual by the foreign
subsidiary which would constitute his total compensation if
his services had heen performed for such domestic corpora-
tion, and the basic or regular rate of compensation of such
individual shall be determined under regulations preseribed
by the Secretary or his delegate ; and

“(B) such individual shall be treated as having paid the
amount. paid by such domestic corporation which is equiv-
alent to the tax imposed by section 3101.

(o) TrmoxarioNn or Starvs as Deesmep Exrerover Nor To Be
Trearen as SErararioxy Froym Service rok Prrroses or Caerran Gany
Provisioxs.—For purposes of applying section 402(a) (2) and section
03 () (2) with respect to an individual who is treated as an employee
of a domestic corporation under subsection (a), such individual shall
not be considered as separated from the service of such domestic corpo-
ration solely by reason of the fact that—

“(1) the agreement entered into by such domestic corporation
under section 3121(1) which covers the employment of such
individual is terminated under the provisions of such section,

*(2) such individual becomes an employee of a foreign sub-
sidiary with respect to which such agreement does not apply,

*(3) such imlli\'iuhml ceases to be an employee of the foreign
subsidinry by rearon of which he is treated as an employee of
such domestie corporation, if he becomes an employee of another
corporation controlled by such domestie corporation, or

¥(4) the provision of the plan described in subseetion (a) (2)
is terminated.

“(d) Deorvermimurry or Coxtrmsrrions.—For purposes of apply-
ing sections 404 and 405 (e) with respect to contributions made to or
mnder a pension, profit-sharing, stock bonus, annuity, or bond pur-
chase plan by a domestic corporation, or by another corporation
which is entitled to deduet its eontributions under seetion 404 (a)
(3) (B), on behalf of an individual who is treated as an employee
of such domestic corporation under subsection (a)—

“(1) except as provided in paragraph (2), no deduction shall
be allowed to snch domestic corporation or to any other corpora-
tion which is entitled to dednet its contributions under such
sections,
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“(2) there shall be allowed as a deduction to the foreign sub-
sidiary of which such individual is an employee an amount
equal to the amount which (but for paragraph (1)) would be
deductible under section 404 (or section 405 (cf) by the domestic
colc'f;oration if he were an employee of the domestic corporation,
an

“(3) any reference to compensation shall be considered to be
a reference to the total compensation of such individual (deter-
mined with the application of subsection (b) (2)).

Any amount deductible by a foreign subsidiary under this subsection
shall be deductible for its tuabﬂnyear with or within which the
taxable year of such domestic corporation ends.

“(e) ATMENT A8 EnrroveEe UNpeEr Revratep Provisions.—An
individual who is treated as an employee of a domestic corporation
under subsection (a) shall also be treated as an employee of such
domestic corporation, with respect to the plan described in subsection
(.al) (2), for purposes of applying the following provisions of this
title:

“%1; Section 72(d) (relating to employees’ annuities).
“(2) Section 72(f) (relating to special rules for computing
emplo ees’ contributions).

§ 53 Section 101(b) (relating to employees™ death benefits).

“(4) Section 2039 (relating to annuities).

l“(ﬁ))_?e-t:tion 2517 (relating to certain annuities under qualified

ans).”

(b) Eatprovees or Donestic Sussipiakies Kxcacep 1x BusiNess
Ovursme THE Unirep States.—Part I of subchapter I) of chapter 1
(relating to pension, profit-sharing, stock bonus plans, etc.) is
amended by adding after section 406 (as added by subsection (a))
the following new section :

“SEC. 407. CERTAIN EMPLOYEES OF DOMESTIC SUBSIDIARIES EN-

GAGED IN BUSINESS OUTSIDE THE UNITED STATES.

“(a) Trearmext as Eserovees or Dosesric Parent Corrora-
TION.—

“(1) Ix seneran—Tor purposes of applying this part with
respect to a pension, profit-sharing, or stock bonus plan deseribed
in section 401 (a), an annuity plan described in section 403 (a),ora
bond purchase plan descrif)ed in section 405(a), of a domestic

arent corporation, an individual who is a citizen of the United
gtates and who is an employee of a domestic subsidiary (within
the meaning of paragrapg (2)) of such domestic parent corpora-
tion shall %e treated as an employee of such domestic parent
corporation, if— ;

“(A) the plan of such domestic parent corporation
expressly provides for contributions or benefits for individuals
who are citizens of the United States and who are employees
of its domestie subsidiaries; and

“(B) contributions under a funded plan of deferred com-
pensation (whether or not a plan described in section 401 (a),
103 (a), or 405(a)) are not provided by any other person
with respect to the remmneration paid to such individual by
the domestic subsidiary.

*(2) Drminrrions.—For purposes of this section—

“{A) Doamestic svpsipiary.—\ corporation shall be
treated as a domestic subsidiary for any taxable year only
if—

“(1) such corporation is a domestic corporation 80
ercent or more of the outstanding voting stock of which
1s owned by another domestic corporation;
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“(ii) 95 percent or more of its gross income for the
three-year period immediately preceding the close of its
taxable year which ends on or before the close of the
taxable year of such other domestic corporation (or for
such part of such period during which the corporation
was in existence) was derived from sources without the
United States; and

“(iii) 90 percent or more of its gross income for such

period (or such part) was derived from the active conduct

of a trade or business. 5
If for the period (or part thereof) referred to in clauses (ii)
and (iii) such corporation has no gross income, the provisions
of clauses (i1) and (iii) shall be treated as satisfied if it is
reasonable to anticipate that, with respect to the first taxable
year thereafter for which such corporation has gross income,
the provisions of such clauses will be satisfied.

“(B) DomEesTIC PARENT CORPORATION.—The domestic par-
ent corporation of any domestic subsidiary is the domestic
corporation which owns 80 percent or more of the outstanding
voting stock of such domestic subsidiary.

“(b) Seecian Runes ror ArpLicaTiON oF Secriox 401(a).—

“51) NONDISCRIMINATION REQUIREMENTS.—For purposes of
applying paragraphs (3) (B) and (4) of section 401(a) with 335,56
respect to an individual who is treated as an employee of a domes-
tic parent corporation under subsection (a)—

“(A) if such individual is an officer, shareholder, or
person whose principal duties consist in supervising the
work of other employees of a domestic subsidiary, he shall
be treated as having such capacity with respect to such
domestic Earent- corporation ; and

“(B) the determination of whether such individual is
a highly compensated employee shall be made by treating
such individual's total compensation (determined with the
application of paragraph (2) of this subsection) as com-

nsation paid by such domestic parent corporation and

y determining such individual’s status with regard to such
domestic parent corporation.

“(2) DETERMINATION OF COMPENSATION.—For purposes of
applying paragraph (5) of section 401(a) with respect to an
individual who is treated as an employee of a domestic parent
corporation under subsection (a), the total compensation of
such individual shall be the remuneration paid to such indi-
vidual by the domestic subsidiary which would constitute his
total compensation if his services had been performed for such
domestic parent corporation, and the basic or regular rate of
compensation of such individual shall be determined under
regulations prescribed by the Secretary or his delegate.,

*(e) TermiNATION oF StATUs A8 DrEmep Emrroyee Nor To Be
TreaTED As SeparaTion From Service ror Purroses or Caprraw
Gary Provisions.—For purposes of applying section 402(a) (2) and
section 403(a) (2) with respect to an individual who is treated as 26USC402 403.
an employee of a domestic parent corporation under subsection (a),
euch individual shall not be considered as separated from the service
n}f such domestic parent corporation solely by reason of the fact
that—

“(1) the corporation of which such individual is an employee
ceases, for any taxable year, to be a domestic subsidiary within
the meaning of subsection (a) (2) (A),
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“(2) such individual ceases to be an employee of a domestic
subsidiary of such domestic parent corporation, if he becomes an
employee of another corporation controlled by such domestic
parent corporation, or

“(3) the provision of the plan described in subsection (a) (1)
(A) is terminated.

*(d) Depucrmsmiry or Coxrtrisurions.—For purposes of apply-

e et aio oas  ing sections 404 and 405(c) with respect to contributions made to or
26 USC 404, 405. under a pension, profit-sharing, stock bonus, annuity, or bond pur-
chase plan by a domestic parent corporation, or by another corpora-
tion which is entitled to deduct its contributions under section 40+
(a) (3) (B), on behalf of an individual who is treated as an employee

of such domestic corporation under subsection (a)—

“(1) except as provided in paragraph (2), no deduction shall
be allowed to sucﬁ domestic parent corporation or to any other
corporation which is entitled to deduct its contributions under
such sections,

“(2) there shall be allowed as a deduction to the domestic
subsidiary of which such individual is an employee an amount
equal to the amount which (but for paragraph (1)) would be
deductible under section 40+ (or section 405(¢)) by the domestic
parent corporation if he were an employee of the domestic parent
corporation, and

“(3) any reference to compensation shall be considered to be a
reference to the total compensation of such individual (deter-
mined with the application of subsection (b) (2)).

Any amount deductible by a domestic subsidiary under this subsection
shall be deductible for its taxable year with or within which the tax-
able year of such domestic parent corporation ends.

*(e) TrearsmeNT A8 Exprovee Unper Revatep Provisions—An
individual who is treated as an employee of a domestic parent corpo-
ration under subsection (a) shall also be treated as an emgloyee of
such domestie parent corporation, with respect to the plan described
in subsection (a)(1)(A), for purposes 0} applying the following
provisions of this title:

28 VSC72, “51) Section 72(d) (relating to employees’ annuities).

*(2) Section 72(f) (relating to special rules for computing

en‘uﬂl.zloyees’ contributions).

e EECInt; 3) Section 101(b) (relating to employees’ death benefits).
26 USC 2039, “(4) Section 2039 (relating to annuities). :
L i “(5) Section 2517 (relating to certain annuities under quali-

fied plans).”
(e¢) TecHNICAL, AMENDMENTS.—
(1) The table of sections for part I of subchapter D of chapter
1 is amended by adding at the end thereof the following:
“Sec. 405, Certain employees of foreign subsidiaries.
“Bec. 407, Certain employees of domestic subsidiaries engaged in
business outside the United States.”

AL RpEE (2) Section 3121(a)(5) (relating to definition of wages) is
amended by striking out “or” at the end of subparagraph (IA)
and by striking out subparagraph (B) and inserting in lien
thereof the following new subparagraphs:

“(B) under or to an annuity plan which, at the time of

26 USC 403 such payment, is a plan descrig:a in section 403(a), or

“(C) under or to a bond purchase plan which, at the time
of such payment, is a qualified bond purchase plan described
in section +05(a) ;"
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éi) Section 209(e) of the Social Security Act (relating to the
definition of wages) is amended to read as follows: !

“(e) Any payment made to, or on behalf of, an employee or his
benefici (1) from or to a trust exempt from tax under section
165(a) of the Internal Revenue Code of 1939 at the time of such pay-
ment or, in the case of a payment after 1954, under sections 401 and
501(a) of the Internal Revenue Code of 1954, unless such payment is
made to an employee of the trust as remuneration for services
rendered as such employee and not as a beneficiary of the trust, or (2)
under or to an annuity plan which, at the time of such payment, meets
the requirements of section 165(a) (3), (1), (5),and (6) of the Inter-
nal Revenue Code of 1939 or, in the case of a payment after 1954 and
prior to 1963, the requirements of section 401(a) (3), (1), (5), and
(6) of the Internal Revenue Code of 1954, or (3) under or to an
annuity plan which, at the time of any such payment after 1962, is a
plan described in section 403(a) of the Internal Revenue Code of
1954, or (4) under or to a bond purchase plan which, at the time of
any such payment after 1962, 1s a qualified bond purchase plan
deseribed in section 405(a) of the Internal Revenue Code of 1954;".

(d) Errecrive Date—The amendments made by subsections (a),
(b), and (¢) (1) shall apply to taxable years ending after December
31,1963. The amendments made by subsections (¢) (2) and (3) shall
apply to remuneration paid after December 31, 1962.

SEC. 221. EMPLOYEE STOCK OPTIONS AND PURCHASE PLANS.
(a) In Gexerav—Part II of subchapter D of chapter 1 is
amended to read as follows:

“PART II—CERTAIN STOCK OPTIONS

“Sec. 421. General rules.

““Sec. 422, Qualified stock options.

“Sec. 423. Employee stock purchase plans.

“Sec. 424. Restricted stock options.

“Sec. 425, Definitions and special rules.
“SEC. 421. GENERAL RULES.

“(a) Errecr or Quarrryine Transrer.—If a share of stock is
transferred to an individual in a transfer in respect of which the
requirements of section 422 (a), 423 (a), or 424 (a) are met—

“(1) except as provided in section 422(c) (1), no income shall
result at the time of the transfer of such share to the individual
upon his exervise of the option with respect to such share;

“(2) no deduction under section 162 (relating to trade or
business expenses) shall be allowable at any time to the employer
corporation, a parent. or subsidiary corporation of such corpora-
tion, or a corporation issuing or assuming a stock option in a
transaction to which section 425 (a) applies, with respect to the
share so transferred ; and

“(3) no amount other than the price paid under the option
shall be considered as received by any of such corporations for

_ the share so transferred.

“(b) Errrcr or DisQuarirving Disrosrrion.—If the transfer of
a share of stock to an individual pursuant to his exercise of an option
would otherwise meet the requirements of section 4228&), 423(a), or
424(a) excepr that there is a failure to meet any of the holding period
requirements of section 422(a) (1), 423(a) (1), or 424(a) (1), then any
inerease in the income of such individual or deduction from the in-
come of his employer corporation for the taxable year in which such
exercise oceurred attributable to such disposition, shall be treated as
an increase in income or a deduction from income in the taxable year
of such individual or of such employer corporation in which such’dis-
position occnrred.
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*(¢) Exercise By KsTATE—

“(1) Ix gexeran—If an option to which this part applies is
exercised after the death of the emplt){ee by the estate of the
decedent, or by a person who acquired the right to exercise such
option by bequest or inheritance or by reason of the death of the
decedent, the provisions of subsection (a) shall apply to the same
uﬁtent as if the option had been exercised by the decedent, except
that—

“(A) the holding period and employment requirements of
sections 422 (a), 423(a), and -.1:24:(11'; shall not apply, and

“(B) any transfer by the estate of stock acquired shall be
considered a disposition of such stock for purposes of sec-
tions 423 (¢) and 424 (c) (1).

“(2) DepverioN ForR ESTATE TAX.—If an amount is required
to be included under section 422(c) (1), 423(c), or -L24£c) (1) in
rross income of the estate of the deceased employee or of a person
deseribed in paragraph (1), there shall be allowed to the estate
or such person a deduction with respect to the estate tax attrib-
utable to the inclusion in the taxable estate of the deceased
employee of the net value for estate tax purposes of the option.
For this purpose, the deduction shall be determined under section
691(c) as if the option acquired from the deceased employee
were an item of gross income in respect of the decedent under
section 691 and as 1f the amount includible in gross income under
section 422 (¢) (1), 423(¢), or 424(c) (1) were an amount included
in gross income under section 691 in respect of such item of gross
income.

“(3) Basis oF sHARES ACQUIRED.—In the case of a share of stock
acquired by the exercise of an option to which paragraph (1)
applies— _

“(A) the basis of such share shall include so much of
the basis of the option as is attributable to such share; except
that the basis of such share shall be reduced by the excess (if
any) of (i) the amount which would have been includible in

ss income under section 422(c) (1), 423(c), or 424(c) (1)
if the employee had exercised the option on the date of his
death and had held the share acquired pursuant to such
exercise at the time of his death, over (ii) the amount which
is includible in gross income under such section; and

“(B) the last sentence of sections 422(c¢) (1), 423(c), and
494 (e) (1) shall apply only to the extent that the amount
includible in gross income under such sections exceeds so
much of the basis of the option as is attributable to such
share.

“SEC. 422. QUALIFIED STOCK OPTIONS.

“(a) In GeENEraL.—Subject to the provisions of subsection (c) (1)
section 421 (a) shall anly with respect to the transfer of a share of
stock to an individual pursuant to his exercise of a qualified stock
option if—

' “(1) no disposition of such share is made by such individual
within the 3-year period beginning on the day after the day of
the transfer of suc]ll share, and

“(2) at all times during the period beginning with the date
of the granting of the option and ending on the day 3 months
before the date of such exercise, such individual was an employee
of either the corporation granting such option, a parent or sub-
sidiary corporation of such corporation, or a corporation or a
parent or subsidiary corporation of such corporation issning or
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assuming a stock option in a transaction to which section 425(a) Post® 7t
applies,

“(bI))memmn Srock Oprion.—For purposes of this part, the
term ‘qualified stock option’ means an option granted to an individual
after December 31, 1963 (other than a restricted stock option granted =+ "
pursuant to a contract described in section 424 (c) (3)_(A)_) or any 'ost P 89
reason connected with his employment by a corporation, if granted
by the employer corporation or its parent or subsidiary corporation,
to purchase stock of any of such corporations, but only if—

“(1) the option is granted pursuant to a %1:" which includes
the aggregate number of shares which ma?r issued under op-
tions, and the employees (or class of employees) eligible to re-
ceive options, and which is approved by the stockholders of the
granting corporation within 12 months before or after the date
such plan is adopted ;

“(2) such option is granted within 10 years from the date such
plan is adopted, or the date such plan is approved by the stock-
holders, whichever is earlier;

“(8) such option by its terms is not exercisable after the ex-
piration of 5 years from the date such option is granted; ]

“(4) exce{)t as provided in subsection (c)(1), the option
price is not less than the fair market value of the stock at the
time such option is granted;

“(5) such option by its terms is not exercisable while there is
outstanding (within the meaning of subsection (c¢)(2)) any
qualified stock option (or restricted stock option) which was
granted, before the granting of such option, to such individual
to purchase stock in his employer corporation or in a corporation
which (at the time of the granting of such option) is a parent
or subsidiary corporation of the employer corporation, or in a
predecessor corporation of any of such corporations;

“(6) such option by its terms is not transferable by such in-
dividual otherwise than by will or the laws of descent and distri-
bution, and is exercisable, during his lifetime, only by him; and

“(7) such individual, immediately after such option is granted,
does not own stock possessing more than 5 percent of the total
combined voting power or value of all classes of stock of the
employer corporation or of its parent or subsidiary corporation;
except that if the equity capita]l of such corporation or corpora-
tions (determined at the time the option is granted) is less than
$2.000,000, then, for {)ul'pnses of applying Elle limitation of this
paragraph, there shall be added to such 5 percent the percentage
(not higher than 5 percent) which bears the same ratio to 5 per-
cent as the difference between such equity eapital and $2,000,000
bears to $1,000,000.

“(e¢) Seecran Runes.—

“(1) EXERCISE OF OPFION WHEN PRICE 18 LESS TIIAN VALUE OF
stock.—If a share of stock is transferred pursnant to the exer-
cise by an individual of an option which fails to qualify as a
qualified stock option inder subsection (b) because there was a
failure in an attempt, made in good faith, to meet the require-
ment of subsection (b) (4), the requirement of subsection (b) (4)
shall be considered to have been met, but there shall be included
as compensation (and not as gain upon the sale or exchange of a
capital asset) in his gross income for the taxable year in which
such nllﬂinn is exercised, an amount equal to the lesser of—

‘(A) 150 percent of the difference between the option price
and the fair market value of the share at the time the option
was grantfed, or
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“(B) the difference between the option price and the fair
market value of the shave at the time of such exercise,
The basis of the share acquired shall be increased by an amount
equal to the amount included in his gross income under this

paragraph in the faxable year in which the exercise occurred.
*(2) CERPAIN OPTIONS TREATED A8 OUTSTANDING—For purposes
of subsection (b) (5)—
“(A) any restricted stock option which is not terminated
before January 1, 1965, and
“(B) any qualified stock option granted after December 31,
1963,
shall be treated as outstanding until such option is exercised in
full or expires by reason of the lapse of time. For purposes of
the preceding sentence, n rest 1'it'te(l stock option grauletmaefure
January 1, 1964, shall not be treated as outstanding for any
period before the first daly on which (under the terms of such
option) it may be exercised.
*(3) OPrioNs GRANTED TO CERTAIN SiLAREHOLDERS,—For pur-
poses of subsection (b)(7)—

“(A) the term ‘equity capital® means—

“(i) in the case of one corporation, the sum of its
money and other property (in an amount equal to the
adjusted basis of such property for determining gain),
less the amount of its indebtedness (other than mdebted-
ness to shm‘ello]dersz, and

“(i1) in the case of a group of corporations consisting
of a parent and its subsidiary corporations, the sum of
the equity capital of each of such corporations adjusted,
under regulations prescribed by the Secretary or his
delegate, to eliminate the effect of intercorporate owner-
ship and transactions among such corporations:

*(B) the rules of section 425(d) shall apply in determin-
ing the stock ownership of the individual ; and

() stock which the individual may purchase wnder out-
standing options shall be treated as stock owned by such
individual.

I an individual is granted an option which permits him to
purchase stock in excess of the limitation of subsection (b) (7)
(determined by applying the rules of this paragraph), such
nlrtion shall be trmre& as meeting the requirement of subsection
() (T) tothe extent that such individual could, if the option were
fully exercised at the time of grant, purchase stock under such
option without exceeding such limitation. The portion of such
option which is treated as meeting the requirement of subsection
{L} (7) shall be deemed to be that portion of the option which is
first exercised.

*(4) CERTAIN DISQUALIFYING DISPOSITIONS  WIIERE AMOUNT
REALIZED IS LESS THAN VALUE AT EXERCISE—Tf—

“(A) an individual who has acquired a shave of stock by
the exercise of a qualified stock option makes a disposition of
such share within the 3-yvear period described in subsection
(a) (1), and I
~ %(B) such disposition iz a sale or exchange with respect
to which a Joss Eif sustained) would be recognized to such
individunal,

then the amount whieh is includible in the gross mcome of such
individual, and the amount which is deduetible from the income
of his employer corporation, as compensation attvibutable fo the
exercise of such option shall not exceed the excess (if any) of the
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amount realized on such sale or exchange over the adjusted basis
of such share,

“(5) CERTAIN TRANSFERS BY INSOLVENT INDIVIDUALS.—If an in-
solvent individual holds a share of stock acquired pursuant to his
exercise of a qualified stock option, and if such share is trans-
ferred to a trustee, receiver, or other similar fiduciary, in an
proceeding under the Bankruritltcy Act or any other similar insol-
vency proceeding, neither such transfer, nor any other transfer
of such share for the benefit of his creditors in such proceeding,
shall constitute a ‘disposition of such share’ for purposes of sub-
section (a) (1).

#(6) APPLICATION OF SUBSECTION (b)(5) WHERE OPTIONS ARE
FOR STOCK OF SAME CLASS IN SAME CORPORATION.—The requirement
of subsection (b) (5) shall be considered to have been met in the
case of any option (referred to in this paragraph as ‘new option’)

anted to an individual if—

“(A) the new option and all outstanding options referred
to in subsection (b)(5) are to gurchase stock of the same
class in the same corporation, an

“(B) the new option by its terms is not exercisable while
there is outstanding (within the meaning of l;‘mragra;ph (2))
any qualified stock option (or restricted stock option) which
was granted, before the granting of the new option, to such
individual to purchase stock in such corporation at a price
(determined as of the date of grant of the new option) higher
than the option price of the new option.

“SEC. 423. EMPLOYEE STOCK PURCHASE PLANS.

“(a) GeNEran Rurk.—Section 421(a) shall apply with respect to
the transfer of a share of stock to an individual pursuant to his exer-
cise of an option granted after December 31, 1963 (other than a
restricted stock option granted pursuant to a plan described in section
424(c) (3) (B)), under an emp‘nyee stock purchase plan (as defined
in subsection (b)) if—

“(1) no disposition of such share is made by him within 2 years
after the date of the granting of the option nor within 6 months
after the transfer of such share to him: and

“(2) at all times during the period beginning with the date of
the granting of the option and ending on the day 3 months before
the date of such exercise, he is an employee of the corporation
granting such option, a parent or subsidiary corporation of such
corporation, or a corporation or a parent or subsidiary corpora-
tion of such corporation issuing or assuming a stock option in a
transaction to which section 425(a) applies.

“(b) EmMprover Stock Purcnase Pran.—For purposes of this part,
the term ‘employee stock purchase plan’ means a plan which meets the
following requirements:

“(1) the plan provides that options are to be granted only to
employees of the employer corporation or of its parent or sub-

sidiary corporation to purchase stock in any such corporation;

“(8’ su('ﬁ‘p]uu is approved by the stockholders of the granting
corporation within 12 months before or after the date such plan
is adopted ;

“(3) under the terms of the plan, no employee can be granted
an option if such employee, immediately after the option is
granted, owns stock possessing 5 percent or more of tﬁa total
combined voting power or g:ﬁua of all classes of stock of the
employer corporation or of its parent or subsidiary corporation.
For purposes of this paragraph, the rules of section 425(d) shall
apply in determining the stock ownership of an individual, and

30 Stat. 544;
52 Stat. 840,
11 USC 1 note.
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stock which the employee may purchase under outstanding options
shall be treated as stock ownedp by the employee;

“(4) under the terms of the plan, options are to be granted
to all employees of any corporation whose employees are granted
any of such options by reason of their employment by such corpo-
ration, except that there may be excluded—
¥ EA; employees who have been employed less than 2 years,
“(B emploiees whose customary employment is 20 hours

or less per week,

“(CL employees whose customary employment is for not
more than 5 months in any calendar year, an

“(D) officers, persons whose principal duties consist of
supervising the work of other employees, or highly compen-
sated employees;

“(5) under the terms of the plan, all employees granted such
options shall have the same rights and privileges, except that
the amount of stock which may be purchased by any employee
under such option may bear a uniform relationship to the total
compensation, or the basic or regular rate of compensation, of
employees, and the plan may provide that no employee may pur-
chase more than a maximum amount of stock fixed under the

lan; ;
Pl (6) under the terms of the plan, the option price is not lesy
than the lesser of—

“(A) an amount equal to 85 percent of the fair market
value of the stock at the time such option is granted, or

“(B) an amount which under the terms of the option may
not be less than 85 percent of the fair market \-'nrne of the
stock at the time such option is exercised ;

“(7) under the terms of the plan, such option cannot be exer-
cised after the expiration of—

“(A) 5 years from the date such option is granted if,
under the terms of such plan, the option price is to be not
less than 85 percent of the fair ulal‘f(et value of such stock
at the time of the exercise of the option, or

“(B) 27 months from the date such option is granted, if
the option price is not determinable in the manner described
in subparagraph (A);

“(8) under the terms of the plan, no employee may be granted
an option which permits his rights to purchase stock under all
such plans of his employer corporation and its parent and sub-
sidiary corporations to accrue at a rate which exceeds $25,000 of
fair market value of such stock (determined at the time such
option is granted) for each calendar year in which such option
is nu‘rstanc%iln at any time. For purposes of this paragraph—

“(A) %he right to purchase stock under an option accrues
when the option (or any portion thereof) first becomes exer-
cisable during the calendar year;

“(B) the right to purchase stock under an option acerues
at the rate provided in the option, but in no case may such
rate exceed $25,000 of fair market value of such stock (deter-
mined at the time such option is granted) for any one cal-
endar year; and

*(C) a right to purchase stock which has accrued under
one option granted pursuant to the plan may not be carried
over to any other option ; and

*(9) under the terms of the plan, such option is not trans-
ferable by such individual otherwise than by will or the laws of
descent and distribution, and is exercisable, during his lifetime,
only by him.
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For purposes of paragraphs (3) to (9), inclusive, where additional
terms are contained in an offering made under a plan, such additional
terms shall, with respect to options exercised under such offering, be
treated as a part of the terms of such plan.

“(e) Seeciar Rure Waere Oprion Price Is BErwees 85 PERCENT
aND 100 PercenT or VALUE oF Stock.—I1f the option price of a share
of stock acquired by an individual pursuant to a transfer to which
subsection (a) applies was less than 100 percent of the fair market
value of such share at the time such option was granted, then, in the
event of any disposition of such share by him which meets the holding
period requirements of subsection (a), or in the event of his death
(whenever occurring) while owning such share, there shall be included
as compensation (and not as gain upon the sale or exchange of a capital
asset) 1n his gross income, for the taxable year in which falls the date
of such disposition or for the taxable year closing with his death,
whichever applies, an amount equal to the lesser of—

“(1) the excess of the fair market value of the share at the time
of such disposition or death over the amount paid for the share
under the option, or

“(2) the excess of the fair market value of the share at the
time the option was granted over the option price.

If the option price is not fixed or determinable at the time the option
is granted, then for purposes of this subsection, the option price shall
be determined as if the option were exercised at such time. In the case
of the disposition of such share by the individual, the basis of the share
in his hands at the time of such disposition shall be increased by an
amount equal to the amount so includible in his gross income.

“SEC. 424. RESTRICTED STOCK OPTIONS.

“(a) In GExERaL—Section 421(a) shall apply with respect to the
transfer of a share of stock to an individual pursuant to his exercise
after 1949 of a restricted stock option, if—

“(1) no disposition of such share is made by him within 2 years
from the date of the granting of the option nor within 6 months
after the transfer of such share to him, and

*(2) atthe time he exercises such option—

“(A) heis an employee of either the corporation granting
such option, a parent or subsidiary corporation of sugf corpo-
ration, or a corporation or a parent or subsidiary corpora-
tion of such corporation issuing or assuming a stock option in
a transaction to which section 425(a) applies, or

“(B) he ceased to be an employee o¥ such corporations
within the 3-month period preceding the time of exercise.

*(b) Resrricrep Stock Oprion.—For purposes of this part, the
term ‘restricted stock option’ means an option granted after Eebmal'y
26, 1945, and before January 1, 1964 (or, if it meets the requirements
of subsection (¢)(3), an option granted after December 31, 1963), to
an individual, for any reason connected with his employment by a
covporation, if granted by the employer corporation or its parent or
subsidiary corporation, to purchase stock of any of such corporations,
but only 1f—

“(1) at the time such option is granted—

“(\) the option price is at least 85 pevcent of the fair
market value at such time of the stock subject to the option, or

“(B) in the case of a variable price option, the option price
(cnmlputed as if the option had been exercised when granted)
is at least 85 percent of the fair market value of the stock at
the time such option is granted ;

“(2) such option by its terms is not transferable by such indi-
vidual otherwise than by will or the laws of descent and distribu-
tion, and is exercisable, during his lifetime, only by him;
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“(3) such individual, at the time the option is granted, does not
own stock possessing more than 10 percent of the total combined
voting power of all classes of stock of the employer corporation or
of its parent or subsidiary corporation. This paragraph shall not
apply if at the time such option is granted the option price is at
least 110 percent of the fair market value of the stock subject to
the option, and such option either by its terms is not exercisable
after the expiration of 5 years from the date such option is granted
or is exercised within one year after August 16, 1954. For pur-
poses of this paragraph, the Emvisions of section 425(d) shall
ap}?ly in determining the stock ownership of an individual ; and

(4) such option by its terms is not exercisable after the expira-
tion of 10 years from the date such option is granted, if such
option has been granted on or after June 22, 1954.

“(c) Serciar, Rures.—

“(1) OPTIONS UNDER WHICH OPTION PRICE IS BETWEEN 85 PER-
CENT AND 95 PERCENT OF VALUE OF sToCcK.—If no disposition of
a share of stock acquired by an individual on his exercise after
1949 of a restricted stock option is made by him within 2 years
from the date of the granting of the option nor within 6 months
after the transfer og such share to him, but, at the time the
restricted stock option was granted, the option price (computed
under subsection (b) (1)) was less than 95 percent of the fair
market value at such time of such share, then, in the event of any
disposition of such share by him, or in the event of his death
(whenever occurring) while owning such share, there shall be
included as compensation (and not as gain upon the sale or
exchange of a capital asset) in his gross income, for the taxable
year in which falls the date of such disposition or for the taxable
year closing with his death, whichever applies—

“(A% in the case of a share of stock acquired under an
option qualifying under subsection (b)(1)(A), an amount
equal to the amount (if any) by which the option price is
exceeded by the lesser of—

“(i) the fair market value of the share at the time
of such disposition or death, or

“(ii) the fair market value of the share at the time
the option was granted; or

“(B) in the case of stock acquired under an option
qualifying under subsection (b)(1)(B), an amount equal
to the lesser of—

“(i) the excess of the fair market value of the
share at the time of such disposition or death over
the price paid under the option, or

“(i1) the excess of the fair market value of the
share at the time the option was granted over the
option Bgrice (computed as if, the option had been
exercised at such timez.

In the case of a disposition of such shave by the individual, the
basis of the share in his hands at the time of such disposition
shall be increased by an amount equal to the amount so
includible in his gross income.

“(2) VARIABLE PRICE oPTION.—For purposes of subsection (b)
(1), the term ‘variable price option’ means an option under
which the purchase price of the stock is fixed or determinable
under a formula in which the only variable is the fair market
value of the stock at any time during a period of 6 months which
includes the time the option is exercisexi) ; except that in the case
of options granted after September 30, 1958, such term does not
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include any such option in which such formula provides for
determining such price by reference to the fair market value of
the stock at any time before the option is exercised if such value
may be greater than the average fair market value of the stock
during the calendar month in which the option is exercised.

“(3) CERTAIN OPTIONS GRANTED AFTER DECEMBER 31, 1963.—
For purposes of subsection (b), an option granted after Decem-
ber 31, 1968, meets the requirements of this paragraph if granted
pursuant to—

“(A) a binding written contract entered into before
January 1, 1964, or
“(B) a written 11;13,1‘1 adopted and approved before Jan-
uary 1, 1964, whic &as of January 1, 1964, and as of the
date of the granting of the option)—
“(1) met the requirements of paragraphs (4) and
(5) of section 423(1%, or
“(ii) was being administered in a way which did not
diseriminate in favor of officers, persons whose principal
duties consist of supervising the work of other
employees, or highly compensated employees.
“SEC. 425. DEFINITIONS AND SPECIAL RULES.

“(a) Corrorate Rroreanizarions. Ligumartions. Erc.—For pur-
poses of this part, the term ‘issuing or assuming a stock option in a
transaction to which section 425 (a) applies’ means a substitution of a
new option for the old option, or an assumption of the old option,
by an employer corporation, or a parent or subsidiary of such corpo-
ration, by reason of a corporate merger, consolidation, acquisition of
property or stock, separation, reorganization, or liquidation, if—

“(1) the excess of the aggregate fair market value of the shares
subject to the option immediately after the substitution or assump-
tion over the aggregate option price of such shares is not more
than the excess of the aggregate fair market value of all shares
subject to the option immediately before such substitution or
assumption over the aggregate option price of such shares, and

“(2) the new option or the assumption of the old option does
not give the employee additional benefits which he did not have
under the old option.

For purposes of this subsection, the parent-subsidiary relationship
=hall be determined at the time of any such transaction under this
snbsection.

*(b) Acquisirion or New Srtock.—For purposes of this part, if
stock iy received by an individual in a distribution to which section
305, 354, 3565, 356, or 1036 (or so much of section 1031 as relates to
section 1036) applies. and such distribution was made with respect to
stock transferred to him upon his exercise of the option, such stock
shall be considered as having been transferred to him on his exercise of
such option. A similar rule shall be applied in the case of a series
of such distributions.

“(e) Disprosrrion.—

“(1) I~ eeENERAL—Except as provided in paragraph (2), for
purposes of this part, the term ‘disposition’ includes a sale,
exchange, gift, or a transfer of legal title, but does not include—

© %(A) atransfer from a decedent to an estate or a transfer
by bequest or inheritance;

“(B) an exchange to which section 354, 355, 356, or 1036
(or so much of section 1031 as relates to section 1036)
applies; or

“(C) amere pledge or hypothecation.

31-667 O-65—8
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“(2) Jornt renancy.—The acquisition of a share of stock in
the name of the employee and another jointly with the right of
survivorship or a subsequent transfer of a share of stock into
such joint ownership shall not be deemed a disposition, but a
termination of such joint tenancy (exceit to the extent such
employee acquires ownership of such stock) shall be treated as
a disposition by him occurring at the time such joint tenancy is
terminated.

“(d) ArrrmurioN of Stock Owxersmrp.—For purposes of this
part, in applying the percentage limitations of sections 422(b) (7),
423(b) (3), and 424 (b) {)a?)—

“(1) the individual with respect to whom such limitation is
being determined shall be considered as owning the stock owned,
directly or indirectly, by or for his brothers and sisters (whether
by the whole or i&lg blood), spouse, ancestors, and lineal
descendants; and

“(2) stock owned, directly or indirectlﬂ; by or for a corpora-
tion, (fartnership, estate, or trust, shall be considered as being
owned proportionately by or for its shareholders, partners, or
beneficiaries.

“(e) Parent CorrorarioN.—For purposes of this part, the term
‘parent corporation’ means any corporation (other than the employer
corporation) in an unbroken chain of corporations ending with the
employer corporation if, at the time of the granting of the option,
each of the corporations other than the emp,foyer corporation owns
stock possessing 50 percent or more of the total combined voti
plovg'er of all classes of stock in one of the other corporations in sue
chain.

“(f) Sussmiary CoreorarioN.—For purposes of this part, the
term ‘subsidiary corporation’ means any corporation (other than the
employer corporation) in an unbroken chain of corporations begin-
ning with the employer corporation if, at the time of the granting
of the option, each of the corporations other than the last corporation
in the unbroken chain owns stock possessing 50 percent or more of
the total combined votinﬂ power of all classes of stock in one of the
other corporations in such chain.

“(g) SpeciaL Rure ¥or ApPLYING Sussecrions (e) anp (f)—In
aé) lying subsections (e) and (f) for purposes of section 422(a) (2),
423(a) (2), and 424(a)(2), there shall be substituted for the term
‘employer corporation’ wherever it appears in subsections (e) and (f)
the term ‘grantor corporation’, or the term ‘corporation issuing or
assuming a stock option in a transaction to which section 425(a)
apPHes’, as the case may be.

“(h) MoprricaTioN, EXTENSION, 0k RENEWAL oF OPTION.—

“(1) I~ gENeraL.—For purposes of this part, if the terms of
any option to purchase stock are modified, extended, or renewed,
such modification, extension, or renewal shall be considered as
the granting of a new option.

“(2) SPECIAL RULES FOR SECTIONS 423 AND 424 OPTIONS.—

“(A) In the case of the transfer of stock pursuant to the
exercise of an option to which section 423 or 424 applies and
which has been so modified, extended, or renewed, then, ex-
cept as provided in subparagraph (B), the fair market value
of such stock at the time of the granting of such option shall
be considered as whichever of the following is the highest:

“(i) the fair market value of such stock on the date
of the original granting of the option,

“(i1) the fair market value of such stock on the date of
the muking of such modification, extension, or renewal,
or
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“(iii) the fair market value of such stock at the
time of the makin% of any intervening modification,
=(°x)tmé3i§n iy ly with b
“(B) Subpara all not apply with respec
to a modiﬁgftiogfngxtension, or renewal of a restricted
stock option before January 1, 1964 éor after December 31,
1963, if made pursuant to a binding written contract
entered into before January 1, 1964), if the aggregate of the
monthly average fair market values of the stock subject
to the option for the 12 consecutive calendar months before
the date of the modification, extension, or renewal, divided
by 12, is an amount less than 80 percent of the fair
market value of such stock on the date of the original
granting of the option or the date of the making of any
intervening modification, extension, or renewal, whichever
is the highest.

“(3) DrriNiTION OF MODIFICATION.—The term ‘modification’
means any change in the terms of the option which gives the
employee additional benefits under the option, but such term
shall not include a change in the terms of the option—

“(A) attributable to the issuance or assumption of an
option under subsection (a) ;
“(B) to permit the option to qualify under sections 422 (b)
(6),423(b) (9),and 424(b) (2) ; or
s éCf in the case of an option not immediately exercisable
in full, to accelerate the time at which the option may be
exercised.
If a restricted stock option is exercisable after the expiration of
10 years from the date such option is granted, subparagraph (B)
shall not apply unless the terms of the option are also changed to
make it not exercisable after the expiration of such period.

“(i) SrockuoLpER ApPrOVAL.—For purposes of this part, if the
grant of an option is subject to approval by stockholders, the date of
grant of the option shall be determined as if the option had not been
subject to such approval.

“(j) Cross REFERENCES.—

“For provisions requiring the reporting of certain acts with
respect to a qualified stock option, options granted under employer

stock purchase plans, or a restricted stock option, see section 6039.”

(b) ApMINISTRATIVE PROVISIONS.—

(1) REPORTING REQUIREMENT FOR CERTAIN OPTIONS.—Subpart
A of part ITI of subchapter A of chapter 61 (relating to informa-
tion returns) is amended by renumbering section 6039 as 6040,
and by inserting after section 6038 the following new section:

“SEC. 6039. INFORMATION REQUIRED IN CONNECTION WITH CERTAIN
OPTIONS.
“(a) RequireMENT oF REPORTING.—EvVery corporation—

“(1) which in any calendar year transfers a share of stock to
any person pursuant to such person’s exercise of a qualified stock
option or a restricted stock option, or

“(2) which in any calendar year records (or has by its agent
recorded) a transfer of the legal title of a share of stock—

“(A) acquired bgeghe transferor pursuant to his exercise
of an option described in section 423(c) (relating to special
rule where option price is between 85 percent and 100 percent
of value of stock), or

Ante, pp. 64,
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“(B) acquired by the transferor pursuant to his exercise

of a restricted stock option described in section 424(c) (1)

(relating to options under which option price is between 85

percent and 95 percent of value of stock),
shall, for such calendar year, make a return at such time and in such
manner, and setting forth such information, as the Secretary or his
delegate may by regulations prescribe. For purposes of the preceding
sentence, any option which a corporation treats as a qualified stoc
option, a restricted stock option, or an option nted under an
employee stock purchase plan, shall be deemed to be such an option.
A return is required by reason of a transfer described in paragraph
(2) of a share only with respect to the first transfer of such share by
the person who exercised the option.

“(b) Sraremexts To Be Furnisuep ro Persons Wit Reseecr o
Waoym Inrormation Is Furnisaep—Every corporation making a
return under subsection (a) shall furnish to each person whose name is
set forth in such return a written statement setting forth such infor-
mation as the Secretary or his delegate may by regulations preseribe.
The written statement required under the preceding sentence shall be
furnished to the person on or before January 31 of the year following
the calendar year for which the return under subsection (a) was made.

“(¢) IpENTIFICATION OF StTOCK.—Any corporation which transfers
any share of stock pursuant to the exercise of an option described in
subsection (a)(2) shall identify such stock in a manner adequate to
carry out the purposes of this section.

*(d) Cross REFERENCES.—

“For definition of—

“(1) The term ‘qualified stock option’, see section 422(b).
2;(?) The term ‘employee stock purchase plan’, see section
: "'53) The term ‘restricted stock option’, see section 424(b).”

(2) PENALTIES FOR FAILURE TO FILE INFORMATION RETURNS.—
Section 6652(a) (relating to failure to file certain information
returns) is amended to read as follows:

*(a) Rerurns RELATING TO PAYMENTS 0F Divinenns, Evc.. axp Cer-
1AIN TraxsFERs oF Stock.-—In the case of each failure—

“(1) to file a statement of the aggregate amount of payments
to another person required by section 6042(a)(1) (relating to
payments 0? dividends aggregating $10 or more), section 6044

(a;(l) (relating to payments of patronage dividends aggregat-
ing $10 or more), or section 6049(a) (1) (relating to payments of
interest aggregating $10 or more),

“(2) to make a return required by section 6039(a) (relatin
to reporting information in connection with certain options) with
respect to a transfer of stock or a transfer of legal title to stock,

or
“(3) to make a return required by section 6052(a) (relatin
to reporting payment of wages in the form of group-term life
insurance) with respect to group-term life insurance on the life of
an employee,
on the date prescribed therefor (determined with regard to any exten-
sion of time for filing), unless it is shown that such failure is due to
reasonable cause and not to willful neglect, there shall be paid (upon
notice and demand by the Secretary or his delegate and in the same
manner as tax), by the person failing to file a statement referred to in
paragraph (1) or failing to make a return referred to in paragraph
(2) or (3), $10 for each such failure, but the total amount imposed
on the delinquent person for all such failures during any calendar
year shall not exceed $25,000.”
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(3) PBNALTIES FOR FAILURE TO FURNISH STATEMENTS TO PERSONS
WITH RESPECT TO WHOM RETURNS ARE FILED.—Section 6678 (relating
to failure to furnish certain statements) is amended—

(A) by striking out “section 6042(c),” and inserting in
lieu thereof “section 6039 (b), 6042(c),”; and
(B) by striking out “section 6042 (a) (1).” and inserting in
lien thereof “section 6039 (a), 6042(a) (1),".
(¢) TECHNICAL AMENDMENTS.—

(1) Section 402(a)(3) (B) (relating to taxability of benefi-
ciary of employees’ trust) is amended by striking out “section
421(d) (2 mg (3)” and inserting in lieu thereof “subsections
(e) and (f) of section 425", g

(2) The last sentence of subparagraph (B) of section 691(c)
(2) (relating to allowance of deduction for estate tax in case of
items constituting income in respect of a decedent) is amended to
read as follows: “Such net value shall be determined with respect
to the provisions of section 421(¢) (2), relating to the deduction
for estate tax with respect to stock options to which part II of
subchapter D applies.”

(d) CLERICAL AMENDMENTS.—

(1) The table of parts for subchapter I) of chapter 1 is

amended by striking out

“Part II. Miscellaneons provisions.”
and inserting in lieu thereof the following:
“Part II. Certain stock options.”

(2) The table of sections for subpart A of part 111 of sub-
chapter A of chapter 61 is amended by striking out

“Sec. 6039. Cross references.”
and inserting in lieu thereof:

“Sec. 6039, Information reguired in connection with cerrain options.
“Sec. 6040. Cross references.”

(e) Errecrive Dartes anp TransitioNn Runes.—

(1) Except as provided in paragraphs (2) and (3), the amend-
ments made by this section shall apply to taxable years ending
after December 31, 1963.

(2) The amendments made by paragraphs (1) and (3) of
subsection (b), and paragraph (2) of section 6652(a) of the In-
ternal Revenue Code of 1954 (as amended by paragraph (2) of
subsection (b)), shall apply to stock transferred pursuant to
options exercised on or after January 1, 1964.

(3) In the case of an option granted after December 31, 1963,
and before January 1, 1965—

A) paragraphs (1) and (2) of section 422(b) of the
Internal Revenue Code of 1954 (as added by subsection (a))
shall not apply, and

(B) pnra%;:ph (1) of section 425(h) of such Code (as
added by subsection (a)) shall not apply to any change in
the terms of such option made before J{lnuary 1, 1965, to
permit such option to qualify under paragraphs (3), (4),
and (5) of such section 422(b).

SEC. 222. SALES AT RETAIL UNDER REVOLVING CREDIT PLANS.

(a) Trearment UnpEr  INsTALLMENT METHOD.—Section 453
(relating to installment method of accounting) is amended by adding
at the end thereof the following new subsection :

“(e) Revorvine Creprr Tyee Prans—For purposes of subsection
(a), the term ‘installment plan’ includes a revolving credit type plan
which provides that the purchaser of personal property at retail may

76 Stat. 1058;
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pay for such property in a series of periodic payments of an agreed
portion of the amounts due the seller under the plan, except that such
term does not include any such plan with respect to a purchaser who
uses his account primarily as an ordinary charge account.”

(b) Errecrive Dare—The amendment made by subsection (a)
shall apply in respect of sales made during taxable years heginning
after December 31, 1963.

SEC. 223. TIMING OF DEDUCTIONS IN CERTAIN CASES WHERE
ASSERTED LIABILITIES ARE CONTESTED.

(n) TaxasLe YEar or DEbUCTION.—

(1) Section 461 (relating to general rule for taxable year of
deduction) is amended by adding at the end thereof the following
new subsection :

“(f) Conrestep Liapinrries.—If—

o gl ) the taxpayer contests an asserted liability,
*(2) the taxpayer transfers money or other property to provide
for the satisfaction of the asserted liability,

*(3) the contest with respect to the asserted liability exists after
the time of the transfer, and

“(4) but for the fact that the asserted liability is contested, a
deduction would be allowed for the taxable vear of the transfer
(or for an earlier taxable year),

then the deduction shall be allowed for the taxable year of the transfer.
This subsection shall not apply in respect of the deduction for income,
war profits, and excess profits taxes imposed by the authority of any
foreign country or possession of the United States.”

(2) Section 43 of the Internal Revenue Code of 1939 (relating
to period for which deductions and credits taken) is amended by
adding at the end thereof the following new sentences: “If—

*(1) the taxpayer contests an asserted liability,

*(2) the taxpayer transfers money or other property to pro-
vide for the satisfaction of the asserted liability,

*(3) the contest with respect to the asserted liability exists after
the time of the transfer, anc

“(4) but for the fact that the assevted liability is contested, a
deduction would be allowed for the taxable year of the transfer
(or for an earlier taxable year),

then the deduction shall be allowed for the taxable year of the transfer.
The preceding sentence shall not apply in respect of the deduction for
income, war profits, and excess profits taxes imposed by the anthority
of any foreign country or possession of the United States.”

(b) Errecrive Dares—Except as provided in subsections (¢) and
(d)—

(1) the amendment made by subsection (w) (1) shall apply
to taxable years beginning after December 31, 1953, and ending
after August 16, 1954, and

(2) the amendment made by subsection (a) (2) shall apply to
taxable years to which the Internal Revenue Clode of 1939 applies.

(¢) Erecrion as 1o Transrers IN Taxasre Yrars Breainnine
Brrore JaNvary 1, 1964 —

(1) The amendments made by subsection (a) shall not apply
to any transfer of money or other property described in subsec-
tion () made in a talelﬂye year beginning before January 1, 1964,
if the taxpayer elects, in the manner provided by regulations pre-
seribed by the Secretary of the Treasury or his delegate, to have
this paragraph apply.  Such an election—

(A) must be made within one year after the date of the
enactment of this Aet,



78 StAT. ] PUBLIC LAW 88-272—FEB. 26, 1964

(B) may not be revoked after the expiration of such one-
year period, and
(C shall apply to all transfers described in the first sen-
tence of this paragraph (other than transfers described in
dl!mmgmph (2)). : , _
In the case of any transfer to which this paragraph applies, the
deduction shall be allowed only for the taxable year in which the
contest with respect to such transfer is settled. .

(2) Paragraph (13 shall not apply to any transfer if the
assessment of any deficiency which would result from the appli-
cation of the election in respect of such transfer is, on the date
of the election under paragraph (1), prevented by the operation
of any law or rule of law.

&3) If the taxpayer makes an election under para.%mph (1),
and 1if, on the date of such election, the assessment of any defi-
ciency which results from the application of the election in
respect, of any transfer is not prevented by the operation of m?‘
law or rule of law, the period within which assessment of such
deficiency may be made shall not expire earlier than 2 years after
the date of the enactment of this Act.

(d) Cerrain Oraer Transrers 1N Taxapre Years BreinNine
Berore JaNvary 1, 1964 —The amendments made by subsection (a)
shall not apply to any transfer of money or other property described
in subsfection 3:1) made in a taxable year beginning before January 1,
1964, if—

(1) no deduction has been allowed in respect of such transfer
for any taxable year before the taxable year in which the contest
with respect to such transfer is settled, and

(2) refund or credit of any overpayment which would result
from the application of such amendments to such transfer is pre-
vented by the operation of any law or rule of law.

In the case of any transfer to which this subsection applies, the deduc-
tion shall be allowed for the taxable year in which the contest with
respect to such transfer is settled.

SEC. 224. INTEREST ON CERTAIN DEFERRED PAYMENTS.

(a) In GexeraL—Part 11T of subchapter E of chapter 1 (relating
to accounting periods and methods of accounting) is amended by
adding at the end thereof the following new section:

“SEC. 483. INTEREST ON CERTAIN DEFERRED PAYMENTS.

“(a) Amount Constrrurine INterest.—For purposes of this title,
in the case of any contract for the sale or exchange of property there
shall be treated as interest that part of a payment to which this section
applies which bears the same ratio to the amount of such payment as
the total unstated interest under such contract bears to the total of
the payments to which this section applies which are due under such
vontract.

*(b) Torar Ussraren INnverest.—For purposes of this section, the
term ‘total unstated interest’ means, with respect to a contract for the
sule or exchange of property, an amount equal to the excess of—

*(1) the sum of the payments to which this section applies
which are due under the contract, over
“(2) the sum of the present values of such payments and the
present values of any interest payments due umier the contract.
For purposes of paragraph (2), the present value of a payment shall
be determined, as of the date of the sale or exchange, by discounting
such payment at the rate, and in the manner, provided in regulations
preseribed by the Secretary or his delegate. Such regulations shall
provide for discounting on the basis of 6-month brackets and shall
provide that the present value of any interest payment due not more

1
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than 6 months after the date of the sale or exchange is an amount
equal to 100 percent of such payment.

*(¢) Payyexts ro Winen Secrion Arpries.—

“(1) IN cENeraL—Except as provided in subsection (f), this
section shall apply to any payment on account of the sale or
exchange of property which constitutes part or all of the sales
price and which is due more than 6 months after the date of
such sale or exchange under a contract—

# (A} under which some or all of the payments are due
mo&'a than one year after the date of such sale or exchange,
an

“(B) under which, using a rate provided by regulations
preseribed by the Secretary or his elegnte for purposes of
this subparagraph, there is total unstated interest.

Any rate prescribed for determining whether there is total
unstated interest for purposes of subparagraph (B) shall be at
Jeast one percentage point lower than the rate prescribed for
purposes of subsection (b) (2).

“g%) TREATMENT OF EVIDENCE OF INDEBTEDNESS.—HoOr purposes
of this section, an evidence of indebtedness of the purchaser given
in consideration for the sale or exchange of property shall not
be considered a payment, and any payment due under such
evidence of indebtedness shall be treated as due under the con-
tract for the sale or exchange.

“(d) Payments Trar Are IxperixtiE a8 o Tivre, LiAsiLity, or
AsroryT.—In the case of a contract for the sale or exchange of prop-
erty under which the liability for, or the amount or due date of, any
portion of a payment cannot be determined at the time of the sale
or exchange, this section shall be separately applied to such portion
as if it (and any amount of interest attributable to such portion)
were the only payments due under the contract; and such determina-
tions of liability, amount, and due date shall be made at the time
payment of such portion is made.

*(e) Cuangk 1¥ Terms or CoxtracT.—If the liability for, or the
amount or due date of, any payment (including interest) under a con-
tract for the sale or exchange of property is changed, the ‘total
unstated interest’ under the contract shall be recomputed and allocated
(with adjustment for prior interest (including unstated interest) pay-
ments) under regulations prescribed by the Secretary or his delegate.

“(f) ExCEPTIONS AND LIMITATIONS.—

“S-l) SALES PRICE OF $3,000 Or LEss.—This section shall not
apply to any payment on account of the sale or exchange of prop-
erty if it can be determined at the time of such sale or exchange
that the sales price cannot exceed $3,000.

“(2) Carryive ciarers.—In the ease of the purchaser, the tax
treatment of amounts paid on account of the sale or exchange of
property shall be made without regard to this section if any such
amounts are treated under section 163(b) as if they included
interest.

“(3) TREATMENT OF SELLER.—In the case of the seller, the tax
treatment of any amounts received on account of the sale or
exchange of property shall be made without regard to this section
if no part of any gain on such sale or exchange would be con-
sidered as gain from the sale or exchange of a capital asset or
property deseribed in section 1231.

“(4) SALES OR EXCHANGES oF PATENTS.—This section shall not
apply to any payments made {Jursuant to a transfer described in
section 1285 (a) (velating to sale or exchange of patents).
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“(5) Anwurries—This section shall not apply to any
amount the liability for which depends in whole or in part
on the life expectancy of one or more individuals and which
constitu’t’es an amount received as an annuity to which section 72
applies.

(b)p LEriCAL AMENDMENT.—The table of sections for such part
is amended by adding at the end thereof the following new item:

“Sec. 483. Interest on certain deferred payments.”

(¢) Cerrainy Carrvine CHArgEs—Section 163(b) (1) (relating to
installment purchases where interest charge is not separately stated)
is amended—

(1) by striking out “personal property is purchased” and
inserting in lieu thereof “personal property or educational
services are purchased”; and

(2) by adding at the end thereof the following new sentence:
“For purposes of this paragraph, the term ‘educational serv-
ices’ means any service (including lodging) which is purchased
from an educational institution (as defined in section 151 (e) (4))
and which is provided for a student of such institution.”

d) Errecrive Date—The amendments made by subsections (a)
and (b) shall apply to payments made after December 31, 1963, on
account of sales or exchanges of property occurring after June 30,
1963, other than any sale or exchange made pursuant to a bindi
written contract (including an irrevocable written option) ent
into before July 1, 1963. The amendments made by subsection (c)
shall apply to payments made during taxable years beginning after
December 31, 1963.

SEC. 225. PERSONAL HOLDING COMPANIES.

(a) Personar Horpineg Company Tax Rare.—Section 541 (relating
to imposition of personal holding company tax) is amended by striking
out “tax equal to” and all that %0110“'5 and inserting in lieu thereof:
“tax equal to 70 percent of the undistributed personal holding com-
pa.ng income.”

(b) DerintTioN oF PERsoNan Horpine Company.—Paragraph (1)
of section 542(a) (relating to the gross income requirement for per-
sonal holding company purposes) is amended to read as follows:

“(1) ADJUSTED ORDINARY GROSS INCOME REQUIREMENT.—At least
60 percent of its adjusted ordinary gross income (as defined in
section 543(b) (2)) for the taxaﬁle year is personal holding
company income (as defined in section 543 (a) ), and”.

(¢) ExcLupEp CorRPORATIONS.—

(1) DoMESTIC BUILDING AND LOAN ASSOCIATIONS.—Paragraph
32%;& section 542(c) (relating to corporations excepted from the

efinition of personal holding company) is amended to read as
follows:

“(2) a bank as defined in section 581, or a domestic building
and loan association within the meaning of section 7701 (a)'(19)
without regard to subparagraphs (D) and (E) thereof;”.

(2) LENDING AND FINANCE COMPANIES.—Section 542(c) is
amended by striking out paragraphs (6), (7), (8), and (9), by
renumbering paragraphs (10) anii (11) as paragraphs (7) and
(8), and by inserting after paragraph (5) the following new
paragraph:

“(6) a lending or finance company if—

“(A) 60 percent or more of its ordinary gross income (as
defined in section 543(b) (1)) is derived directly from the
active and regular conduct of a lending or finance business;

“(B) the personal holding company income for the tax-
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able year (computed without regard to income described in
subsection (d) 83) and income derived divectly from the
active and ar conduct of a lending or finance business,
and computed by including as personal holding company
income the entire amount of the gross income from rents,
royalties, produced film rents, and compensation for use of
corporate property by shareholders) is not more than 20
percent of the ordinary gross income:

“(C) the sum of the deductions which are divectly allocable
to the active and regular conduct of its lending or finance
business equals or exceeds the sum of—

*(i) 15 percent of so much of the ordinary gross
iricome derived therefrom as does not exceed $500,000,
us
4 “(i1) b percent of so much of the ordinary gross
income derived therefrom as exceeds $300,000 but not
$1,000,000; and

“(D) the loans to a person who is a shareholder in such
company during the taxable year by or for whom 10 percent
or more in value of its outstanding stock is owned direetly
or indirvectly (including, in the case of an individual, stock
owned by members of his family as defined in section 544
(a) (2)), outstanding at any time during such year do not
exceed $5,000 in principal amount:”.

(3) SPECIAL RULES FOR SECTION 54200) (6).—Section 542 js
amended by adding at the end thereof the following new sub-
section ;

“(d) Srecian Ruvres ror ArrnyiNe Stnseemon (e) (6).—

“(1) LENDING OR FINANCE BUSINESS DEFINED.—

“(A) Ix generaL.—Except as provided in subparagraph
(B), for Eurposes of subsection (¢)(6), the term ‘lending
or finance business’ means a business of—

“(i) making loans,

“(i1) purchasing or discounting accounts receivable,
notes, or installment obligations,

“(iii) rendering services or making facilities avail-
able in connection with activities deseribed in clauses (i)
and (ii) carried on by the corporation rendering serv-
ices or making facilities available, or

“(iv) rendering services or making facilities avail-
able to another corporation which is engaged in the lend-
ing or finance business (within the meaning of this para-
%ra, h), if such services or facilities are related to the
ending or finance business (within such meaning) of
such other corporation and such other corporation and
the corporation rendering services or making facilities
available are members of the same affiliated group (as
defined in section 1504).

“(B) Excerrioxs.—For purposes of subparagraph (\A).
ihe term ‘lending or finance business’ does not include the
business of—

“(i) making loans, or purchasing or discounting ac-
counts receivable, notes, or installment obligations, if
(at the time of the loan, purchase, or discount) the re-
maining maturity exceeds 60 months, unless the loans,
notes, or installment, obligations ave evidenced or secured
by contracts of conditional sale, chattel mortgages, or
chattel lease agreements arising out of the sale m!- goods
or services in the course of the borrower’s or {rans-
feror’s trade or business, or
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“(i1) making loans evidenced by, or purchasing, cer-
tificates of indebtedness issued ir a series, under a trust
indenture, and in registered form or with interest cou-
pons attached.

For purposes of clause (i), the remaining maturity shall be
treated as including any period for which there may be a
renewal or extension under the terms of an option exercisable
by the borrower.

“(2{ Business pepucrions.—For g;u’poseﬁ of subsection (c)
(6) (C), the deductions which may be taken into account shall
include only—

“(A) deductions which are allowable only by reason of sec-
tion 162 or section 404, except there shall not be included any
such deduction in respect of compensation for personal serv-
ices rendered by shareholders (including members of the
shareholder’s family as described in section 544 (a) (2)3, and

“(B) deductions allowable under section 167, and deduc-
tions allowable under section 164 for real property taxes, but
in either case only to the extent that the property with respect
to which such deductions are allowable 1s used directly in the
active and regular conduct of the lending or finance business.

“(3) INCOME RECEIVED FROM CERTAIN AFFILIATED CORPORA-
rioNs.—For purposes of subsection (¢) (6) (B), in the case of a
lending or finance company which meets the requirements of sub-
section (¢) (6) (A), there shall not be treated as personal holding
company income the lawful income received from a corporation
which meets the requirements of subsection (¢) (6) and which is a
member of the same affiliated group (as defined in section 1504)
of which such company is a member.”

(d) Personar Horpine Company Income.—Subsections (a) and
(b) of section 543 (relating to personal holding company income) are
amended to read as follows:

“(a) Generar Rure—For purposes of this subtitle, the term ‘per-
sonal holding company income’ means the portion of the adjusted ordi-
nary gross income which consists of :

“(1) Divipenps, Erc.—Dividends, interest, royalties (other
than mineral, oil, or gas royalties or copyright royalties), and
annuities. This paragraph siall not apply to—

(b“ ((A))) interest constituting rent (as defined in subsection
3

A(B) interest on amounts set aside in a reserve fund under
section 511 or 607 of the Merchant Marine Act, 1936, and

“(C) a dividend distribution of divested stock (as defined
in subsection (e) of section 1111), but only if the stock with
respect. to which the distribution is made was owned by the
distributee on September 6, 1961, or was owned by the dis-
tributee for at least 2 years before the date on which the
antitrust order (as defined in subsection (d) of section 1111)
was entered.

*(2) Rexts.—The adjusted income from rents; except that such
adjusted income shall not be included if—

“(A) such adjusted income constitutes 50 percent or more
of the adjusted ordinary gross income, and

“(B) the sum of—

“(1) the dividends paid during the taxable year (deter-
mined under section 562),

“(ii) the dividends considered as paid on the last day
of the taxable year under section 563(c) (as limited by
the second sentence of section 563 (b)), and
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“(iil) the consent dividends for the taxable year (de-

termined under section 565)
equals or exceeds the amount, if any, i)y which the personal hold-
ing company income for the t.axnbl}e year (computed without re-
gard to this paragraph and paragraph (6), and computed by in-
cluding as personal holding company income copyright royalties
and the adjusted income from mineral, oil, and gas royalties) ex-
ceeds 10 percent of the ordinary gross income.

“(3) MINERAL, OIL, AND GAS ROYALTIES.—The adjusted income
from mineral, oil, and gas royalties; except that such adjusted in-
come shall not be included if—

“(A) such adjusted income constitutes 50 percent or more
of the adjusted ordinary gross income,

“(B) the personal hgdmg company income for the taxable
year (computed without regard to this paragraph, and com-
puted by including as personal holding company income copy-
right royalties and the adjusted income from rents) is not
more than 10 percent of the ordinary gross income, and

“(C) the sum of the deductions which are allowable under
siactlon 162 (relating to trade or business expenses) other
than—

“(i) deductions for compensation for personal services
rendered by the shareholders, and

“(ii) deguctions which are specifically allowable under
sections other than section 162,

equals or exceeds 15 percent of the adjusted ordinary gross
income,

“(4) CopyrieuT ROYALTIES.—Copyright royalties; except that
copyright royalties shall not be included if—

“(A) such royalties (exclusive of royalties received for the
use of, or right to use, copyrights or interests in copyrights on
works created in whole, or in part, by any sharehnﬁer) con-
stitute 50 percent or more of the ordinary gross income,

“(B) the personal holding company income for the taxable
year computed—

“(1) without regard to copyright royalties, other than
royalties received for the use of, or right to use, copiv-
rights or interests in copyrights in works created in whole,
or in part, by any shareholder owning more than 10 per-
cent of the total outstanding capital stock of the
cor‘poration, <

“(ii) without regard to dividends from any corpora-
tion in which the taxpayer owns at least 50 percent of all
classes of stock entitled to vote and at least 50 percent of
the total value of all classes of stock and which corpora-
tion meets the requirements of this subparagraph and
suhparn%uphs (A) and (C), and

“(iii) by including as personal holding company in-
come the adjusted income from rents and the adjusted
income from mineral, oil, and gas royalties,

is not more than 10 percent of the ordinary gross income, and

“(C) the sum of the deductions which are properly
allocable to such royalties and which are allowable under
section 162, other than—

“(1) deductions for compensation for personal serv-
ices rendered by the shareholders,

“(i1) deductions for royalties paid or accrued, and

“(ii1) deduetions whic])l’ are specifically allowable
under sections other than section 162,
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equals or exceeds 25 percent of the amount by which the
ordinary gross income exceeds the sum of the royalties paid
or a.ccrueﬁT and the amounts allowable as deductions under
section 167 (relating to depreciation) with respect to copy-
right royalties. : ¢ P
For purposes of this subsection, the term ‘copi‘:;nghf. royalties’
means compensation, however designated, for the use of, or the
right to use, copyrights in works protected by cogyrlght issued
under title 17 of the United States Code (other than by reason
of section 2 or 6 thereof) and to which copyright protection is
also extended by the laws of any country other than the United
States of America by virtue of any international treaty, con-
vention, or agreement, or interests in any such copyrighted
works, and includes payments from any person for performing
rights in any such copyrighted work and payments Futher than
roduced film rents as defined in paragraph (5)(B)) received
or the use of, or right to use, films. For purposes of this para-
graph, the term ‘shareholder’ shall include any person who owns
stock within the meaning of section 544.

“(5) PRODUCED FILM RENTS.—

“(A) Produced film rents: except thar such rents shall
not be included if such rents constitute 50 percent or more of
the ordinary gross income.

“(B) For purposes of this section, the term ‘produced filn
rents’ means payments received with respect to an interest
in a film for the use of, or right to use, such film, but only
to the extent that such interest was acquired before sub-
stantial completion of production of such film.

“(6) TJSE OF CORPORATION PROPERTY BY SHAREHOLDER—Amounts
received as compensation (however designated and from whom-
soever received) for the use of, or right to use, property of the
corporation in any case where, at any time during the taxable
year, 25 percent or more in value of the outstanding stock of
the corporation is owned, directly or indirectly, by or for an
individual entitled to the use of the property; whether such right
is obtained directly from the corporation or by means of a sub-
lease or other arrangement. This paragraph shall apply only to
a corporation which has personal holding company mcome for
the taxable year (computed without regard to this paragraph
and paragraph (2), and computed by including as personal hold-
ing company income copyright royalties and the adjusted income
from mineral, oil, and gas royalties) in excess of 10 percent of
its ordinary gross income.

“(7) PERSONAL SERVICE CONTRACTS.—

“(A) Amounts received under a contract under which the
corporation is to furnish personal services; if some person
other than the corporation has the right to designate (by
name or by description) the individual who is to perform the
services, or if the individual who is to perform the services
is ((iiasigrmfed (by name or by description) in the contract;
an

“(B) amounts received from the sale or other disposition
of such a contract.

This paragraph shall apply with respect to amounts received for
services under a particular contract only if at some time during
the taxable year 25 percent or more in value of the outstanding
stock of the corporation is owned, directly or indirectly, by or for
the individual who has performed, is to perform, or may be
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designated (by name or by description) as the one to perform,
such services.

“(8) EsraTes aNp TRUSTS.—Amounts includible in computing
A the taxable income of the corporation under part I of sub-
26 USC 641683 gg:gg:;’a{'i e(ss)ec- 641 and following, relating to estates, trusts, and

“(b) Derintrions—For purposes of this part—

“(1) OrpINarY cross I1NCOME—The term ‘ordinary gross

income’ means the gross income determined by excluding—

“(A) all gains from the sale or other disposition of capital
assets, and

“(B) all gains (other than those referred to in subpara-
graph (A)) from the sale or other disposition of property

SNeS A, described in section 1231 (b). T
“(2) ApsusTED ORDINARY GROSS INCOME—The term ‘adjusted
ordinary gross income’ means the ordinary gross income adjusted

as follows:

“(A) Rexts.—From the gross income from rents (as de-
fined in the second sentence of paragraph (3) of this sub-
section) subtract the amount allowable as deductions for—

“(i) exhaustion, wear and tear, obsolescence, and
amortization of property other than tangible personal
roperty which is not customarily retained by any one
essee for more than three years,
“(i1) property taxes,
“(ii1) interest, and
“(iv) rent,
to the extent allocable, under regulations prescribed by the
Secretary or his delegate, to such gross income from rents.
The amount subtracted under this subparagraph shall not
exceed such gross income from rents.

“(B) Mixeran mrovavries, ETc.—From the gross income
from mineral, oil, and gas royalties described in paragraph
(4), and from the gross income from working interests in an
(f)il or gas well, subtract the amount allowable as deductions

or—

“(i) exhaustion, wear and tear,obsolescence, amortiza-

tion, and depletion,

“(ii) property and severance taxes,

“(ii1) interest, and

“(iv) rent,
to the extent allocable, under regulations prescribed by the
Secretary or his delegate, to such gross income from royalties
or such income from working interests in oil or gas
wells. The amount subtracted under this subparagraph with
reﬁllJec-t to royalties shall not exceed the gross income from
such royalties, and the amount subtracted under this subpara-
graph with respect to working interests shall not exceed the
gross income from such working interests.

“(C) Inrteresr.—There shall be excluded—

“(i) interest received on a direct obligation of the
United States held for sale to customers in the ordinary
course of trade or business by a regular dealer who is
making a primary market in such obligations, and

“(i1) interest on a condemnation award, a judgment,
and a tax refund.

“(3) ApsustEp INxcoME ¥roM RENTS—The term ‘adjusted

income from rents’ means the gross income from rents, reduced by
the amount subtracted under paragraph (2) (.\\) of this subsection.
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For purposes of the preceding sentence, the term ‘rents’ means
compensation, however designated, for the use of, or right to use,
property, and the interest on debts owed to the corporation, to the
extent such debts represent the price for which real property held
primarily for sale to customers in the ordinary course of its trade
or business was sold or exchanged by the corporation; but does not
include amounts constituting personal holding company income
under subsection (a)(6), nor copyright royalties (as defined in
subsection (a)(4)), nor produced film rents (as defined in sub-
section (a) (5)(B)).

“(4) ADJUSTED INCOME FROM MINERAL, OIL, AND GAS ROYAL-
ries.—The term ‘adjusted income from mineral, oil, and gas
royalties’ means thg(fross income from mineral, oil, and gas royal-
ties (including production payments and overriding royalties)
reduced by the amount subtracted under paragraph (2)(B) of
this subsection in respect of such royalties.”

(e) ForeieN Personar Howpine Company INcoME aAND Stock
Ownersurp.—Section 553 (relating to foreign personal holding com-
pany income) and section 554 gre]ating to stock ownership) are
amended to read as follows:

“SEC. 553. FOREIGN PERSONAL HOLDING COMPANY INCOME.

“(a) Foreiey Personan HoLping CoMmpaNy INcoME—For purposes
of this subtitle, the term ‘foreign personal holding company income’
means that portion of the gross income, determined for purposes of
section 552, which consists of :

“(1) Divipexbps, krc.—Dividends, interest, royalties, and annui-
ties. This paragraph shall not apply to a dividend distribution
of divested stock (as defined in subsection (e) of section 1111)
but only if the stock with respect to which the distribution is
mude was owned by the distributee on September 6, 1961, or was
owned by the distributee for at least 2 years before the date on
which the antitrust order (as defined in subsection (d) of section
1111) was entered.

*(2) STOCK AND SECURITIES TRANSACTIONS.— EXcept in the case
of regular dealers in stock or securities, gains from the sale or
exchange of stock or securities.

“(3) ConmoprTiEs TRANSACTIONS.—Gains from futures trans-
actions in any commoditﬁ on or subject to the rules of a board of
trade or commodity exchange. This paragraph shall not apply
to gains by a_producer, processor, merchant, or handler of the
commodity which arise out of bona fide hedging transactions
reasonably necessary to the conduet of its business in the manner
inhwhich such business is customarily and usually conducted by
others.

“(4) EsrarTes aAxp rrUsTs.—Amounts includible in computing
the taxable income of the corporation under part I of sub_cﬂaptei'
J (sec. 641 and following, relating to estates, trusts, and bene-
ficiaries) ; and gains from the sale or other disposition of any
Interest 1n an estate or trust.

“(5) PERSONAL SERVICE CONTRACTS.—

“(A) Amounts received under a contract under whieh the
corporation is to furnish personal services; if some person
other than the corporation has the right to designate (by
name or by desceription) the individual who is to perform the
services, or if the individual who is to perform the services
18 :{eﬁignated (by name or by description) in the contract;
an

“(B) amounts received from the sale or other disposition
of such a contract.
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This paragraph shall apply with respect to amounts received for
services under a particular contract only if at some time during
the taxable year 25 percent or more in value of the outstanding
stock of the corporation is owned, directly or indirectly, by or for
the individual who has performed, is to perform, or may be
designated (by name or by description) as the one to perform,
such services.

“(6) Usk oF CORPORATION PROPERTY BY SHAREHOLDER.—Amounts
received as compensation (however designated and from whom-
soever received) for the use of, or right to use, property of the
corporation in any case where, at any time during the taxable
year, 25 percent or more in value of the outstanding stock of the
corporation is owned, directly or indirectly, by or for an indi-
vidual entitled to the use of the property; whether such right is
obtained directly from the corporation or by means of a sublease
or other arrangement. This paragraph shall apply only to a
corporation which has foreign personal holding company income
for the taxable year, computed without regard to this paragraph
and paragraph (7), in excess of 10 percent of its gross income.

“( ?) Re~nTs.—Rents, unless constituting 50 percent or more of
the gross income. For purﬁoses of this paragraph, the term
‘rents’ means compensation, however desi,c.:nat.e(f1 for the use of,
or right to use, property; but does not include amounts con-
stituting foreign personal holding company income under

aragraph (6).
“(E) LimrraTion oN Gross IncoMe 1IN CErRTAIN TRANSACTIONS.—
For purposes of this part—

“(1) gross income and foreign personal holding company
income determined with respect to transactions described in sub-
section (a)(2) (relating to gains from stock and security trans-
actions) shall include only the excess of gains over losses from
such transactions, and

“(2) (i_n'oss income and foreign personal holding company
income determined with respect to transactions described in sub-
section (a)(3) (relating to gains from commodity transactions)
shall include only the excess of gains over losses from such
transactions.

“SEC. 554. STOCK OWNERSHIP.

“(a) ConstrUcTIVE OWwNERsHIP.—For purposes of determining
whether a corporation is a foreign personal holding company, insofar
as such determination is baseﬁ-u on stock ownership under section

G8A Shat. 305, Bo2(=)(2), section 553 (a) (5), or section 553 (a) (6)— '

Aotern. 85 “(1) STOCK XOT OWNED BY INDIVIDUAL—Stock owned, directly
or indirectly, by or for a corporation, partnership, estate, or trust
shall be considered as being owned proportionately by its share-
holders, partners, or beneficiaries.

“(2) FAMILY AND PARTNERSHIP OWNERsiIP—An individual
shall be considered as owning the stock owned, dirvectly or
indirectly, by or for his family or by or for his partner. For
purposes of this paragraph, the famili,' of an individual includes
only his brothers and sisters (whether by the whole or half
blood), spouse, ancestors, and lineal descendants,

“(3) Orrions.—If any person has an option to acquire stock,
such stock shall be consitfered as owned by such person. For pur-
poses of this paragraph, an option fo acquire such an option, and
each one of a series of such options, shall be considered as an
option to acquire such stoek.
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S(4) APPLICATION OF FAMILY-PARTNERSHIP AXD OPTION RULES.—
Paragraphs (2) and (3) shall be applied— Y _
“(A) for purposes of the stock ownership requirement
provided in section 352 (a) (2), if, but only if, the effect is to 534 Stat. 195
make the corporation a foreign personal holding company;
“(B) for purposes of section 533(n) (5) (relating to per-
sonal service contracts) or of section 553(a) (6) (relating to
the use of property by shareholders), if, but only if, the effect
is to make the amounts therein referred to includible under
such paragraph as foreign personal holding company income.

“(5) CONSTRUCTIVE OWNERSHIP AS ACTUAL OWNERSHIP.—Stock
constructively owned by a person by reason of the application of
paragraph (1) or (3) slml]l: for purposes of applying paragraph
(1) or (2), be treated as actually owned by such person; but stock
constructively owned by an individual by reason of the applica-
tion of paragraph (2) shall not be treated as owned by him for
purposes of again applying such paragraph in order to make
another the constructive owner of such stock.

*(6) OPTION RULE IN LIEU OF FAMILY AND PARTNERSHIP RULE.—
If stock may be considered as owned by an individual under
either paragraph (2) or (3) it shall be considered as owned by
him under paragraph (3).

“(b) ConverTmrLE Securrries.—Qutstanding securities convertible
into stock (whether or not convertible during the taxable year) shall
be considered as outstanding stock—

*(1) for purposes of the stock ownership requirement provided
in section 552(a) (2), but only if the effect of the inclusion of all
such securities is to make the corporation a foreign personal hold-
ing company ;

*(2) for purposes of section 553(a) (5) (relating to personal
service contracts), but only if the effect of the inclusion of all such
securities is to make the amounts therein referred to includible
under such paragraph as foreign personal holding company in-
come; and

#(3) for purposes of section 553(a) (6) (relating to the use of
property by shareholders), but only if the effect of the inclusion
of all such securities is to make the amounts therein referred to
includible under such paragraph as foreign personal holding
company income.

The requirement in paragraphs (1), (2), and (3) that all convertible
securities must be included if any are to be included shall be subject
to the exception that, where some of the outstanding securities are con-
vertible only after a later date than in the case of others, the class
having the earlier conversion date may be included although the others
are not included, but no convertible securities shall be included unless
all outstanding securities having a prior conversion date are also
included.”

(f) Divipexps-Pamn DeprerioN.—

(1) Paragraph (2) of section 316(h) (relating to special rules  2® USC 316.
for dividend defined) is amended to read as follows:

“(2) IDISTRIBUTIONS RY PERSONAT, HOLDING COMPANTES.—

“(A) In the case of a corporation which—
“(i) under the law applicable to the taxable vear in
which the distribution is made, is a personal holding
company (as defined in section 542), or et

“Jii) for the taxable year in respect of which the .
distribution is made under section 563(b) (velating to 26 VSC 563
dividends paid after the close of the taxable year), or
section 547 (relating to deficiency dividends), or the cor- 26 USC 547.

Ante, p. 85.
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responding provisions of prior law, is a personal holding
company under the law applicable to such taxable year,
the term ‘dividend’ also means ar:.iy distribution of prope
(whether or not a dividend as defined in subsection (a)
made by the cb(:ﬂ)oration to its shareholders, to the extent of
its undistributed personal holding company income (deter-
054 Bust, 188, mined under section 545 without regard to distributions un-
; der this paragraph) for such year.

“(B) For purposes of subparagraph (A), the term ‘dis-
tribution of property’ includes a distribution in complete
liquidation occurring within 24 months after the adoption
of a plan of llﬁuida.t,mn, but—

“(i) only to the extent of the amounts distributed to
distributees other than corporate shareholders, and
“(ii) only to the extent that the corporation dem%
nates such amounts as a dividend distribution and du
notifies such distributees of such designation, under
}t;egulat.ions prescribed by the Secretary or his delegate,
ut
“(iii} not in excess of the sum of such distributees’
allocable share of the undistributed personal holding
company income for such year, computed without regard
Intra, to this subparagraph or section 562 f.“
26 USC 331. (2)_ Section 331(b) (relating to nonapplication of section
301) is amended by inserting after “any distribution of prop-

erty” the phrase “(other than a distribution referred to in para-
Ante, p. 87, graph gze)c(B) of section 316(b) )”.
26 USC 562. (3) tion 562(b) (relating to distributions in liquidation)
is amended to read as follows:
“(b) DisTrIBUTIONS IN LIQUIDATION.—
—— "“(1) Except in the case of a personal holding company
542.

described in section 542 or a foreign personal holding company
26 USC 552. described in section 552—
“(A) in the case of amounts distributed in liquidation,
the part of such distribution which is properly chargeable
to earnings and profits accumulated after February 28, 1913,
shall be treated as a dividend for purposes of computing the
dividends paid deduction, and
“(B) in the case of a complete liquidation occurring
within 24 months after the adoption of a plan of liquidation,
any distribution within such period pursuant to such plan
shall, to the extent of the earnings and profits (computed
without regard to cagital losses) of the corporation for the
taxable year in which such distribution is made, be treated
as a dividend for purposes of computing the dividends paid
deduction.
“(2) In the case of a complete liquidation of a personal holding
company, occurring within 24 months after the adoption of a
plan of liquidation, the amount of any distribution within such
period. pursuant to such plan shall be treated as a dividend for
purposes of computing the dividends paid deduction, to the extent
that such amount is distributed to corporate distributees and
represents such corporate distributees’ allocable share of the un-
distributed personal holding company income for the taxable year
of such distribution computed without regard to this paragraph
and without regard to s'lﬁ)par'agmph (B) of section 316(b) (2?.”
26 USC 551. (4) Section 551(b) (relating to amount included in gross
income) is amended by striking out. “received as a dividend” and
inserting in lieu thereof “received as a dividend (determined as if
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any distribution in liquidation actually made in such taxable year
had not been made)”. ) _
(g) One-MonTn LiquiaTions.—Section 333 (velating to election ~$34 Stat: 103
as to ition of gain in certain liquidations) is amended by adding

at the end thereof the following new subsection :
“(g) SeecraL RuLe—

“(1) LIQUIDATIONS BEFORE JANUARY 1, 1967.—In the case of a
liquidation occurring before January 1, 1967, of a corporation
referred to in paragraph (3)— )

“(A) the date ‘December 31, 1953 referred to in subsec-
tions (e) (2) and (f) (1) shall be treated as if such date were
‘December 31, 1962’, and

“(B) in the case of stock in such corporation held for more
than 6 months, the term ‘a dividend’ as used in subsection
(e) (,1) shall be treated as if such term were ‘long-term capital

gain’.
Snla;{amgmph (B) shall not apply to any earnings and profits to
which the corporation suce after December 31, 1963, pursu-

ant to any corporate reorFanization or pursuant to any liquidation
to which section 332 applies, except earnings and ﬂpmﬁts whichon 20V8C 332
December 31, 1963, constituted earnings and profits of a corpora-
tion referred to in paragraph (3), and except earnings and profits
which were earned after such date by a corporation referred fo in
paragraph (3).
“(2) LiQUuIDATIONS AFTER DECEMBER 31, 1066.—
“(A) Ix generan—In the case of a liquidation occurring
after December 31, 1966, of a corporation to which this sub-

pnmgm?h applies—

“(i) the date ‘December 31, 1953 referred to in sub-
sections (e)(2) and (£)(1) shall be treated as if such
date were ‘December 31, 1962, and

“(i1) so much of the gain recognized under subsection
(e) (1) as is attributable to the earnings and profits
accumulated after February 28, 1913, and before January
1, 1967, shall, in the case of stock in such corporation
held for more than 6 months, be treated as long-term
capital gain, and only the remainder of such gain shall
be treated as a dividend.

(‘lause (ii) shall not apply to any earnings and profits to

which the corporation succeeds after Decemgr 31, 1963, pur-

suant to any corporate reorganization or pursuant to any
liquidation to which section 332 applies, except earnings
aud profits which on December 31, 1963, constituted earnings
and profits of a corporation referred to in paragraph (3), and
except earnings and profits which were earned after such

date By a corporation referred to in paragraph (3).

“(B) CoRPORATIONS TO WHICH APPLICABLE.—Subparagraph
(A) shall apply only with respect to a corporation which is
referved to in paragraph (3) and which—

“(i) on January 1, 1964, owes qualified indebtedness
(as defined in section 545 (c) ), E ity R0,

“(ii) before January 1, 1968, notifies the Secretary or
his delegate that it may wish to have subparagraph (A)
apply to it and submits such information as may be re-
:lullmdtby m(algnlntions prescribed by the Secretary or his

e e, an

“(1ii) liquidates before the close of the taxable year
in which such corporation ceases to owe such qualified
indebtedness or (fg earlier) the taxable year referred to
in subparagraph (C).
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“(C) ApJUsTED POST-1963 EARNINGS AND PROFITS EXCEED
QUALIFIED INDEBTEDNESS.—In the case of any corporation, the
taxable year referred to in this sub aragrap% is the first taxa-
ble year at the close of which its adjusted post-1963 eaminqs
and profits eqlt)xa.l or exceed the amount of such corporation’s

nalified indebtedness on January 1, 1964. For purposes of

e preceding sentence, the term ‘adjusted post-1963 earnings
and profits’ means the sum of—

“(i) the earnings and profits of such corporation for
taxable years beginning after December 31, 1963, with-
out diminution by reason of any distributions made out
of such earnings and profits, an

“(ii) the deductions allowed for taxable years begin-
ning after December 31, 1963, for exhaustion, wear and
tear, obsolescence, amortization, or depletion.

“(3) CoORPORATIONS REFERRED To.—For purposes of paragraphs
(1) and (2), a corporation referred to in this paragraph is a cor-
poration which for at least one of the two most recent taxable
years ending before the date of the enactment of this subsec-
tion was not a personal holding company under section 542, but
would have been a personal holding company under section 542
for such taxable year if the law applicable for the first taxable
year beginning after December 31, 1963, had been applicable to
such taxable year.

“(4) MISTAKE AS TO APPLICABILITY OF SUBSECTION.—An elec-
tion made under this section by a qualified electing shareholder
of a corporation in which such shareholder states that such elec-
tion is made on the assumption that such corporation is a cor-
poration referred to in agraph (3) shall have no force or
effect if it is determined that the corporation is not a corporation
referred to in paragraph (3).”

(h) Exceerion ror CerTaIN CORPORATIONS.—

(1) GeneraL RULE.—Except as provided in paragraph (2), in
the case of a corporation referred to in section 333 }g) (3) of
the Internal Revenue Code of 1954 (as added by subsection (g)
of this section), the amendments made by this section (other than
subsections (f) and (g)) shall not apply if there is a complete
liquidation of such corporation and if the distribution of all the
property under such liquidation occurs before January 1, 1966.
(2) Exceprion.—Paragraph (1) shall not apply to any liquida-
tion to which section 332 of the Internal Revenue (fode of 1954
applies unless—
(A) the corporate distributee (referred to in subsection
(b) (1) of such section 332) in such liquidation is liquidated
in a complete liquidation to which such section 332 does not
apply, and
}fgj the distribution of all the property under such liqui-
dation occurs before the 91st day after the last distribution
referred to in paragraph (1) and before January 1, 1966.

(i) DepreTioN FOR AMORTIZATION 0F INDEBTEDN ESS.—

(1) Section 545(a) (relating to definition of undistributed
,Jersonal holding company income) is amended by striking out
‘subsection (b)” and inserting in lieu thereof “subsections (b)
and (e)”.

(2) Section 545 is amended by adding at the end thereof the
following new subsection :

“(e) Specrar ApyusTMENT TO TAxABLE INCOME.—

“(1) I~ eENErAL—Except as otherwise provided in this sub-
section, for purposes of subsection (a) there shall be allowed as
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a deduction amounts used, or amounts irrevocably set aside (to
the extent reasonable with reference to the size and terms of the
indebtedness), to pay or retire qualified indebtedness.

“(2) CorroraTIONS T0 WHICH APPLICABLE—This subsection
shall apply only with respect to a corporation—

R{)X) w]{ich for aﬁgnst one ;Ii)fothe two most recent taxable
years ending before the date of the enactment of this subsec-
tion was not a personal holding company under section 542,
but would have been a rsona.% holding company under sec-
tion 542 for such taxable year if the law applicable for the
first taxable year beii:mi after December 31, 1963, had
been applicable to such taxable year, or

“(B) to the extent that it succeeds to the deduction referred
to in paragraph (1) by reason of section 381(c) (15).

“(3) QUALIFIED INDEBTEDNESS,—

“(A) In generaL.—Except as otherwise provided in this
paragraph, for purposes of this subsection the term ‘qualified
inde ess’ means—

“(i) the outstanding indebtedness incurred by the
taxpayer after December 31, 1933, and before January
1, 1964, and

“(ii) the outstanding indebtedness incurred after
December 31, 1963, for the purpose of making a payment
or set-aside referred to in paragraph (1) in the same
taxable year, but, in the case of such a payment or set-
aside which i1s made on or after the first day of the first
taxable year beginning after December 31, 1963, only to
the extent the deduction otherwise allowed in paragraph
(1) with respect to such payment or set-aside is treated
as nondeductible by reason of the election provided in

%a ph (4).

“(B) Exceprion.—For purposes of subparagraph (A),
qualified indebtedness does not include any amounts which
were, at any time after December 31, 1963, and before the
payment or set-aside, owed to a person who at such time
owned (or was considered as owning within the meaning of
section 318(a)) more than 10 percent in value of the tax-

pa?er’s outstanding stock.
*(C) REDUCTION FOR AMOUNTS IRREVOCABLY SET ASIDE.—
For pu of subparagraph (A), the qualified indebted-

ness with respect to a contract shall be reduced by amounts
irrevocably set aside before the taxable year to pay or retire
such indebtedness; and no deduction shall be allowed under
paragraph (1) for payments out of amounts so set aside.
“(4) Egtglmon NOT TO DEDUCT.—A taxpayer may elect, under
regulations prescribed by the Secretary or his delegate, to treat
as nondeductible an amount otherwise deductible under para-
aaph Sl); but only if the taxpayer files such election on or
fore the 15th day of the third month following the close of the
taxable {ear with respect to which such election applies, desig-
nating therein the amounts which are to be t-rea.tes as nonde-
ductible and specifying the indebtedness (referred to in para-
graph (3) (A) (ii)) incurred for the purpose of making the pay-
ment or set-aside.
“(5) Lamrarions.—The deduction otherwise allowed by
this ngsecti011 for the taxable year shall be reduced by the.
sum o
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“(A) the amount, if any, by which—

“(i) the deductions allowed for the taxable year
and all preceding taxable years beginning after
December 31, 1963, for exhaustion, wear and tear,
obsolescence, amortization, or depletion (other than
such deductions which are disalllc))wed in computing
undistributed personal holding company income under
subsection (b) (8) ), exceed

“(ii) any reduction, by reason of this subparagraph,
of the deductions otherwise allowed by this subsection
for such preceding taxable years, and

“(Bz the amount, if any, by which—

‘(i) the deductions allowed under subsection (b)(5)
in computing undistributed personal holding company
income for the taxable year and all preceding taxable
years beginning after December 31, 1963, ex:

“(i1) an uction, by reason of this subparagraph,
of the deductions otherwise allowed by this subsection
for such preceding taxable years.

“(6) PrRO-RATA REDUCTION IN CERTAIN CAsES.—For Eurposes of
paragraph (3) (A), if property (of a character which is subject
to an allowance for exhaustion, wear and tear, obsolescence,
amortization, or depletion) is disposed of after December 31,
1963, the total amounts of qualified indebtedness of the taxpayer
shall be reduced pro-rata in the taxable year of such disposition
by the amount, if any, by which—

“(A) the adjusted basis of such property at the time of
such disposition, exceeds

“(B) the amount of qualified indebtedness which censed
to be qualified indebtedness with respect to the taxpayer by
reason of the assumption of the indebtedness by the trans-
feree.”

(3) Paragraph (15) of section 381(¢) [grelating to carryovers
in certain corporate acquisitions) is amended to read as follows:

“(15) INDEBTEDNESS OF CERTAIN PERSONAL HOLDING COMPANTES,—
The acquiring corporation shall be considered to be the distributor
or transferor corporation for the purpose of determining the
applicability of subsections (b) (7) and (e) of section 545, relat-
ing to deduction with respect to payment of certain indebtedness.”

(j) Incresse IN Basis Wrire Respecr To CeERTAIN FoReEGN Prr-
soNAL HoLpine CoMpANY STOCK OR SECURITIES.—

(1) In eexerarn.—Part IT of subchapter O of chapter 1 (relat-
ing to basis rules of general application) is amended by redesig-
nating section 1022 as section 1023 and by inserting after section
1021 the following new section :

“SEC. 1022. INCREASE IN BASIS WITH RESPECT TO CERTAIN FOREIGN
PERSONAL HOLDING COMPANY STOCK OR SECURITIES.
“(a) GexeraL RurLe.—The basis (determined under section 1014 (b)
(), relating to basis of stock or securities in a foreign personal hold-
ing company) of a share of stock or a security, acquired from a
decedent, dying after December 31, 1963, of a corporation which was
a foreign personal holding company for its most recent taxable year
endiugl‘be ore the date of the i]peceti'mlt’s death shall be increased by
its proportionate sharve of any Federal estate tax attributable to the
net appreciation in value of all of such shares and securities deter-
mined as provided in this section.
“(b) ProrortioNaTE SHARE.—For purposes of subsection (a), the
proportionate share of a share of stock or of a security is that amount
which bears the same ratio to the aggregate increase determined under
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subsection (c) (2) as the appreciation in value of such share or security
rs to the aggregate appreciation in value of all such shares and
securities having appreciation in value.
“(c) Seecran Ruies axp Derinrrions.—For purposes of this
section—

“(1) Feperaw esTATE TAX.—The term ‘Federal estate tax’ means

2:‘13 the tax imposed by section 2001 or 2101, reduced by any
it allowable with respect to a tax on prior transfers by section
2013 or 2102.

“(2) FEDERAL ESTATE TAX ATTRIBUTABLE TO NET APPRECIATION
1N VALUE.—The Federal estate tax attributable to the net apﬁvre-
ciation in value of all shares of stock and securities to which
subsection (a{ applies is that amount which bears the same ratio
to the Federal estate tax as the net appreciation in value of all of
such shares and securities bears to the value of the estate as
determined under chapter 11 (including section 2032, relating to
alternate valuation).

“(3) Ner appreciaTioN.—The net appreciation in value of all
shares and securities to which subsection (a) applies is the amount
by which the fair market value of all such shares and securities
exceeds the adjusted basis of such property in the hands of the
decedent.

“(4) Fam marker vaLve—For purposes of this section, the
term ‘fair market value’ means fair market value determined
under chapter 11 (including section 2032, relating to alternate
valuation).

“(d) Limrrarions.—This section shall not apply to any foreign
personal holding company referred to in section 34*{ (a)(2).”

2) AMENDMENT OF SECTION 1016(a).—Section 1016(a) (re-
lating to adjustments to basis) is amended by striking out the
period at the end thereof and by inserting in lieu thereof a semi-
colon and by adding at the end thereof the following new

ragraph:

#(21) to the extent provided in section 1022, relating to increase
in basis for certain foreign personal holding company stock or
securities.”

(83) Crericar AMENDMENT.—The table of sections for part IT
of subchapter O of chapter 1 is amended by striking out

“Sec. 1022, Cross references.”
and inserting in lieu thereof the following :

“Sec. 1022. Increase in basis with respect to certain foreign personal
holding company stock or securities.
“Sec. 1023. Cross references.”

(k) TeECHNICAL AMENDMENTS.—

(1) Section 542(b) érelating to corporations filing consoli-
dated returns) is amended by striki.n%] out “gross income™ each
place it appears and inserting in lien thereof “adjusted ordinary

income”,

(2) Section 543 (relating to personal holding company
income) is amended by striking out subsection (d) (relating to
special adjustment on disposition of antitrust stock received as a
dividend).

(8) Section 544 (relating to rules for determining stock own-
ership) is amended—

(A) by striking out “section $43(a)(5)” each place it
apsears and inserting in lien thereof “section 543(a)(T)7,
an
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(B) by striking out “section 543(a)(9)” each place it
appears and inserting in lieu thereof “section 543(a) (4)”.
_i{4) ﬁm ESTATR INVESTMENT TRUSTS.—Paragraph (6) of sec-
tion 856(a) (relating to definition of real estate investment trust)
1s amended by striking out “gross income” and inserting in lieu
thereof “ad}'usted ordinary gross income (as defined in section
543(b) (2))".

(5) UNINCORPORATED BUSINESS ENTERPRISES ELECTING TO BE

TAXED AS DOMESTIC CORPORATIONS.—Section 1361(i) (relating to
ersonal holding company income) is amended to read as follows:
“(1) Prrsonar Horpine CompaNy INCOME.—

“(1) ExcLupbEp ¥ROM INCOME OF ENTERPRISE.—There shall be
excluded from the gross income of the enterprise as to which an
election has been made under subsection (a) any item of gross
income (computed without regard to the adjustments provided in
section 543(b) (3) or.(‘lB if, but for this paragraph, such item

cable,

adjusted, where appli as provided in section 543 (b) (3) or
4); would constitute personal holding company income (as
efined in section 543 (a) ) of such enterprise.

“(2) INCOME AND DEDUCTIONS OF OWNERS.—Items excluded
from the gross income of the enterprise under paragraph (1), and
the expenses attributable thereto, shall be treated as the income
and deductions of the proprietor or partners (in accordance
with their distributive shares of partnership income) of such
enterprise.

“(8) DisrrisurioNs—If—

“(A) the amount excluded from gross income under para-
graph (2) exceeds the expenses attributable thereto, and
“(B) any portion of such excess is distributed to the pro-
prietor or partner during the year earned,
such portion shall not be taxed as a corporate distribution. The
ortion of such excess not distributed during such year shall
considered as paid-in surplus or as a contribution to capital as
of the close of such year.”

(6) ASSESSMENT AND COLLECTION OF PERSONAL HOLDING COM-
PaNY Tax.—Section 6501 (f) (relating to personal holding com-
pany tax) is amended by striking out “gross income, described in
section 543(a),” and inserting in lieu thereof “gross income and
adjusted ordinary gross income, described in section 543,

(1) Errrcrive DaTes.—

(1) The amendments made by this section (other than by sub-
sections (¢) (1), (f), (g), and (j)) shall apply to taxable years
beginning after December 31, 1963.

2) The amendment made by subsection (c) (1) shall apply
to taxable vears beginning after October 16, 1962.

(3) The amendments made by subsections (f) and (g) shall
apply to distributions made in any taxable year of the distribut-
ing corporation beginning after December 31, 1963.

(4) The amendments made by subsection (j) shall apply in
respect of decedents dying after December 31, 1963,

(5) Subsection (h) shall apply to taxable years beginning after
December 31, 1963,

SEC. 226. TREATMENT OF PROPERTY IN CASE OF OIL AND GAS WELLS,

(a) In Gexeran—Section 614(b) (relating to special rule as to

operating mineral interests) is amended to read as follows:

“(b) Srrciar, Rures as 1o OPErRaTING MINERAL INTERESTS IN OIL

AND (Fas WerLs—In the case of oil and gas wells—
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“(1) In ceExeran—Except as otherwise provided in this
subsection—

“(A) all of the taxpayer’s operating mineral interests in a
separate tract or parcel of land shall be combined and treated
as one property, and ;

“(B) the taxpayer may not combine an operating mineral
interest in one tract or parcel of land with an operating min-
eral interest in another tract or parcel of land.

“(2) ELECTION TO TREAT OPERATING MINERAL INTERESTS AS SEPA-
rATE PROPERTIES.—IT the taxpayer has more than one operating
mineral interest in a si_n%se tract or parcel of land, he may elect to
treat one or more of such operating mineral interests as separate
properties. The taxpayer may not have more than one combina-
tion of operating mineral interests in a single tract or parcel of
land. If the taxpayer makes the election provided in this para-
graph with respect to any interest in a tract or parcel of land, each
operating mineral interest which is discovered or acquired by the
taxpayer in such tract or parcel of land after the taxable year for
which the election is made shall be treated—

“(A) if there is no combination of interests in such tract
or parcel, as a separate property unless the taxpayer elects
to combine it with another interest, or

“(B) if there is a combination of interests in such tract or
parcel, as part of such combination unless the taxpayer elects
to treat it as a separate property.

“(3) CERTAIN UNITIZATION OR POOLING ARRANGEMENTS—

“(A) Ix eeneraL—Under regulations prescribed by the
Secretary or his delegate, if one or more of the taxpayer's
operating mineral interests participate, under a voluntary or
compulsory unitization or pooling agreement, in a single
cooperative or unit plan of operation, then for the period of
such participation—

“(1) they shall be treated for all purposes of this
subtitle as one property, and

“(ii) the application of paragraphs (1), (2), and (4)
in respect of such interests shall be suspended.

“(B) LmrratioN.—Subparagraph (A) shall apply to a
voluntary agreement only 1f all the operating mineral inter-
ests covered by such agreement—

“(i) are in the same deposit, or are in 2 or more
deposits the joint development or production of which is
logical from the standpoint of geology, convenience,
economy, or conservation, and

“(il) are in tracts or parcels of land which are
contiguous or in close proximity.

“(C') SPECTAL RULE IN THE CASE OF ARRANGEMENTS ENTERED
u;'ru IN TAXABLE YEARS BEGINNING BEFORE JANUARY 1, 1064,—
If—

“(1) two or more of the taxpayer’s operating mineral
interests participate under a voluntary or compulsory
unitization or pooling agreement entered into in any
taxable year beginning before January 1, 1964, in a
smlgl.q cooperative or unit plan of operation,

(1) the taxpayer, for the last taxable year begin-
ning before January 1, 1964, treated such interests as
two or more separate properties, and

“(iii) it is determined that such treatment was proper
under the law applicable to such taxable year,

such taxpayer may continue to treat such interests in a con-
sistent manner for the period of such participation.

95
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“(4) MANNER, TIME, AND §COPE OF ELECTION.—

“(A) MaNNER AND TiME—Any election provided in
paragraph (2) shall be made for each operating mineral
interest, in the manner prescribed by the Secretary or his
delegate by regulations, not later than the time prescribed
by law for filing the return (including extensions thereof)
for whichever of the following taxable years is the later:
The first taxable year beginning after December 31, 1963,
or the first taxable year in which any expenditure for
development or operation in respect of such operatin
mineral interest is made by the taxpayer after the acqui-
sition of such interest.

“(B) Score—Any election under paragraph (2) shall be
for all purposes of this subtitle and shall be binding on the
taxpayer for all subsequent taxable years.

*(5) ATMENT OF CERTAIN PROPERTIES,—Lf, on the day pre-
ceding the first day of the first taxable year beginning after
December 31, 1963, the taxpayer has any operating mineral
interests which he treats under subsection (d) of this section (as
in effert before the amendments made by the Revenue Act of
1964), such treatment shall be continued and shall be deemed to
have been adopted pursuant to paragraphs (1) and (2) of this
subsection (as amended by such Act).”

(b) TrcHNICAL AMENDMENTS.—

: (1) The heading of section 614(c) is amended to read as fol-
ows:

“(e) Serciar, Runks as 1o Opverarine Minenran INTERksTs IN
Mings—"

(2) Paragraph (5) of section 614(c¢) is hereby repealed.

(3) Section 614(d) is amended to read as follows:

“(d) Operarine Mineran InTerests Derinen—For purposes of
this section, the term ‘operating mineral interest’ includes only an
interest in respect of which the costs of H)mducﬁou of the mineral are
required to be taken into account by the taxpayer for purposes of
computing the 50 percent limitation provided for in section 613, or
wml![d be so required if the mine, well, or other natural deposit were
in the production stage.”

(4) Section 614(e)(2) is amended by striking out “within
the meaning of subsection (b) (3)".

(¢) Arocarion or Basis 18v Cerrainy Cases—For purposes of
the Internal Revenue Code of 1954—

(1) FAIR MARKET VALUE RULE—Except as provided in para-
ﬁ:&ph (2), if a taxpayer has a section 614(b) aggregation, then

e adjusted basis (as of the first day of the first taxable year
beginning after December 31, 1963) of each property included
in such aggregation shall be determined by multiplying the
adjusted basis of the aggregation by a fraction—

(A) the numerator of which is the fair market value of

snch pro rtiy, and
(B tl?: denominator of which is the fair market value
of such aggregation. :
For purposes of this paragraph, the adjusted basis and the
fair market value of the aggregation, and the fair market value
of each property included therein, shall be determined as of the
day preceding the first day of the first taxable year which begins
after December 31, 1963,
(2) Arrocariox or apsustMeNTs, Ere.—If the taxpayer makes
an election under this paragraph with respect to any section 614
(b) aggregation, then the adjusted basis (as of the fivst day of the
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first taxable year beginning after December 31, 1963) of each
property included in such aggregation shall be the adjusted basis
of such property at the time it was first included in the aggrega-
tion by the taxpayer, adjusted for that portion of those adjust-
ments to the basis of the aggregation which are reasonably attrib-
utable to such property. If, under the preceding sentence, the
total of the adjusted bases of the interests includeﬁ in the aggre-
tion exceeds the adjusted basis of the aggregation (as of the
ay preceding the first day of the first mxai%e year which begins
after December 31, 1963), the adjusted bases of the properties
which include such interests shall be adjusted, under regulations
prescribed by the Secretary of the Treasury or his delegate, so
that the total of the adjusted bases of such interests equals the
adjusted basis of the aggregation. An election under this para-
aph shall be made at such time and in such manner as the
ecretary of the Treasury or his delegate shall by regulatians
prescribe.

(83) Derinrrions.—For purposes of this subsection—

(A) Section 614([? AGGREGATION.—The term “section
8145!); aggregation” means any aggregation to which section
614 (b (1% (A) of the Internal Revenue Code of 1954 (as in

effect before the amendments made by subsection (a) of this
section) a.slplied for the day grecedmg the first day of the
first taxable year beginning after December 31, 1963.

(B) Properry.—The term “property” has the same mean-
ing as is applicable, under section 614 of the Internal Rev-
enue Code og 1954, to the taxpayer for the first taxable year

inning after December 31, 1963.

(d) Errective Date—The amendments made by subsections (a)
and (b) shall apply to taxable years beginning after December 31,
1963.

SEC. 227. TREATMENT OF CERTAIN IRON ORE ROYALTIES,

(a) In GENERAL—

(1) AMENDMENT OF SECTION 631 (¢).—Section 631 (¢) (relating
to disposal of coal with a retained economic interest) is
amended—

(A) by striking out the heading and inserting in lieu
thereof the following:

“(¢) Disposan oF Coar or Domestic IrRoN Ore Wirn o ReraiNep
Eoovomic INTEREST.—";

(B) by inserting “or iron ore mined in the United States,”
after “coal (inclu(ﬁng lignite),”;

(C) by inserting “or iron ore” after “coal” each other
place it appears in section 631 S{c) ; and

(D) by adding at the end thereof the following new
sentence: .

“T'his subsection shall not apply to any disposal of iron ore—

“(1) to a person whose relationship to the person disposing
of such iron ore would result in the disallowance of losses under
section 267 or 707(b), or

“(2) to a person owned or controlled directly or indivectly by
the same interests which own or control the person disposing of
such iron ore.”

(2) AMeENDMENT OF SECTION 1231 (h).—Section 1231(b) (2)
(defining property used in the trade or business) is amended to
read as follows:

“(2) TIMBER, COAL, OR DOMESTIC IRGN ORE.—Such term includes
timber, coal, and iron ore with respect to which section 631
applies.”
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(3) AsexpueExT oF secrion 272—The text of section 272
(relating to d'u-alm:ml of coal) is amended by inserting “or iron
ore” after “conl” each place it appears.

(b) CrErICAL AMENDMENTS.—
(1) the heading of section 631 is amended to read as follows:
“SEC. 631. GAIN OR LOSS IN THE CASE OF TIMBER, COAL, OR DOMES-
TIC IRON ORE.”

(2) The table of sections for part ITI of subchapter I of chap-

ter 1 is amended by striking out

“Bec. 631. Gain or loss in the case of timber or coal.”
and inserting in lieu thereof the following:

“Sec. 631. Gain or loss in the case of timber, coal, or domestic iron
ore.”

(3) The heading of section 272 is amended to read as follows:

“SEC. 272. DISPOSAL OF COAL OR DOMESTIC IRON ORE.”
(4) The table of sections for part IX of subchapter B of
chapter 1 is amended by striking out

“Sec, 272. Disposal of coal.”
and inserting in lieu thereof the following:
“Sec. 272, Disposal of eoal or domestic iron ore.”

(5) Section 1016 (a) (15) is amended by inserting “or domestic
iron ore” after “conl”.

(6) Section 1402(a) (3) (B) is amended to read as follows:

“(B) from the cutting of timber, or the disposal of
timber, coal, or iron ore, if section 631 applies to such gain
or loss, or”

(7) Section 211(a) (3) of the Social Security Act is amended
by striking out clause (B) and inserting in lieu thereof “(B)
from the cutting of timber, or the disposal of timber, coal, or
iron ore, if section 631 of the Internaj’ Revenue Code of 1954
applies to such gain or loss,”.

(¢) Errecrive Dare.—The amendments made by this section shall
apply with respect to amounts received or accrued in taxable years
beginning after Deceinber 31, 1963, attributable to iron ore mined in
such taxable years.

SEC. 228. INSURANCE COMPANIES.

(2) Cerrain Murvanizarion Distrisurions Mape 1x 1962.—

(1) DEDUCTION FUR CERTAIN MUTUALIZATION DISTRIBUTIONS.—
Section 809(d) (11) (relating to deductions in computing gain
from operations in the case of certain mutualization distribu-
tions) 1s amended by striking out “and 1961” and inserting in
lieu thereof “1961, and 1962”.

(2) ArpricaTioN or sECTION 815.—Section 809(g) (3) (relating
to application of section 815 to certain mutualization distribu-
tions) is amended by striking out “or 1961" and inserting in lieu
thereof “1961, or 1962",

(b) Accruarn or Bonp Discouxt.—

(1) Lare 1NsURANCE coapaNtEs.—Section 818(b) (relating to
amortization of premium and accrual of discount) is amended by
adding at the end thereof the following new paragraph:

“(3) Exceerrox.—For taxable years beginning after Decem-
ber 31, 1962, no accrual of discount shall be required under para-
graph (1) on any bond (as defined in section 171(d) ), except in
the case of discount which is—

“(A) interest to which section 103 applies, or
“(B) original issue discount (as defined in section
1232(b)).
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For purposes of section 805(b) (3) (A), the current earnings rate
for any taxable year beginning before January 1, 1963, shall be
determined as if the preceding sentence applied to such taxable
ear.”

. (2) MuTuaL INSURANCE coMPANIES,—Section 822(d) (2) (relat-
ing to amortization of premium and accrual of discount) is
amended by adding at the end thereof the following new sentence :
“For taxable years beginning after December 31, 1962, no accrual
of discount shall be required under this paragraph on any bond
(as defined in section 171(d)).”

(¢) CoNTRIBUTIONS TO QUALIFIED, ETC., PLANS.—Section 832(¢) (10)

(relating to deductions allowed in com%uting taxable income of cer-
tain insurance companies) is amended by insertin%cbefom the semi-
colon at the end thereof “and in part I of subchapter D (sec.
401 and following, relating to pension, profit-sharing, stock bonus
rlans, ete.)™.
: ( &85’ Errecrive Dates.—The amendment made by subsection (a)
shall apply to taxable years beginning after December 31, 1961. The
amendment made by subsection (¢) shall apply to taxable years
heginning after December 31, 1953, and ending after August 16, 1954.
SEC. 229. REGULATED INVESTMENT COMPANIES.

(a) Trime ror Mamine CerraiN Notices 10 Suarenorpers.—The
following provisions (relating to notices to shareholders by re-gulated
investment com]{auies) are amended by striking out “30 days”, wher-
ever appearing therein, and inserting in lieu thereof *43 days™:

(1) Section 852(b) (3) (C),

(2) Section 852(b)(3) (D) (i),

(3) Section 853(c),

%4; Section 854 (b) (2), and

5) Section 855 (c).

(b) Cerrary RepExerrons By Uxrp INvesraenT TrUsTs.—Section
852 (relating to taxation of regulated investment companies and their
shareholders) is amended by adding at the end thereof the following
new subsection :

“(d) DistrisrTions 1IN RepEMmrrion oF Interests 1x Unrtr Invest-
MENT TrUsTs.—In the case of a unit investment trust—

“(1) which is registered under the Investment C'ompany Act
of 1940 and issues periodic payment plan certificates (as defined
in such Aet), and

“(2) substantially all of the assets of which consist of securities
issued by a management company (as defined in such Act),

section 562(c) (relating to preferential dividends) shall not apply to
a distribution by such trust to a holder of an interest in such trust in
redemption of part or all of such interest. with respect to the net
v:lpitanaiﬂ of such trust attributable to such redemption,”

(¢) Errective Datis.—The amendments made by subsection (a)
shall apply to taxable years of regulated investment companies ending
on or after the date of the enactment of this Aet. The amendment
made by subsection (b) shall apply to taxable years of regulated in-
vestment companies ending after December 31, 1963,

SEC. 230. CAPITAL LOSS CARRYOVERS FOR TAXPAYERS OTHER THAN
CORPORATIONS,

(n) In GENERAL—Section 1212 (relating to eapital loss carryover)
is nmended—

(1) by strikin;[{ out “If for any taxable year the taxpayer™ and
inserting in lieu thereof :

“(a) CorroraTions.—If for any taxable year a corporation™: and

(2) by adding at the end thereof the following new subsection :

“(b) OrHER TAXPAYERS.— '
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“(1) I~ GExEraL—Ifa taxgayer other than a corporation has
a net capital loss for any taxable year beginning after December
31, 1963—
“SA) the excess of the net short-term capital loss over the
net long-term capital gain for such year shall be a short-term
capital loss in the succeeding taxabﬁa year, and
‘(B) the excess of the net long-term capital loss over the
net short-term capital gain for such year shall be a long-term
capital loss in the succeeding taxable year.
For purposes of this paragraph, in determining such excesses an
amount equal to the excess of the sum allowed for the taxable year
under section 1211 (b) over the gains from sales or exchanges of
capital assets (determined without regard to this sentence) shall
be treated as a short-term capital gain in such year.

“(2) TransrrioNAL RULE.—In the case of a taxpayer other than
a corporation, there shall be treated as a short-term capital loss in
the first taxable year beginning after December 31, 1963, any
amount which is treated as a short-term capital loss in such year
under this subchapter as in effect immediately before the enact-
ment of the Revenue Act of 1964.”

(b) TrEcENICAL AMENDMENTS.—

(1) Section 1222(9) (relating to net capital gain) is amended
to read as follows:

“(9) Ner caprrar 6aiN.—In the case of a corporation, the term
‘net. capital gain’ means the excess of the gains from sales or
exchanges of capital assets over the losses from such sales or
exchax

(2) The second sentence of section 1222(10) (relating to net
capital loss) is amended -by striking out “For_the purpose™ and
insert.ing in lieu thereof “In the case of a corporation, for the

ur {
( cg E!mcnv:-: Darte.—The amendments made by this section shall
apply to taxable years beginning after December 31, 1963,

SEC. 231. GAIN FROM DISPOSITIONS OF CERTAIN DEPRECIABLE
REALTY.

(a) Gain From Disposrrions or CErraix Depreciasre ReEavry.—
Part IV of subchapter P of chapter 1 (relating to slpet'ial rules for
determining capit-alpgains and losses) is amended by adding at the end
thereof the following new section :

“SEC. 1250. GAIN FROM DISPOSITIONS OF CERTAIN DEPRECIABLE
REALTY.

“(a) GENERAL RrULE—

“(1) OrpINARY INCOME.—Except as otherwise provided in this
section, if section 1250 property is disposed of after December 31,
1963, the applicable rcenta?a of the lower of —

“(A) the ad(fiiionn] depreciation (as defined in subsection
(b) (1)) in respect of the property, or 1
“(B) the excess of—

“(i) the amount realized (in the case of a sale,
exchange, or involuntary conversion), or the fair market
value of such property (in the case of any other dis-
position), over

“(ii) the adjusted basis of such property,

shall be treated as gain from the sale or exchange of property
which is neither a capital asset nor property described in section
1231. Such guin shall be t'ecngnizes notwithstanding any other
provision of this subtitle,

“(2) ArPLICABLE PERCENTAGE—For purposes of paragraph
(1), the term ‘applicable percentage’ means 100 percent minus
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one percenta int for each full month the property was held
afterl'xta-he datgeor‘l)o which the property was held 20 %‘nll months.

“(b) Apprrionar Depreciation DeriNen.—For purposes of this
section—

“(1) Ix generanL.—The term ‘additional depreciation’ means,
in the case of any property, the depreciation adjustments in
respect of such property ; except that, in the case of property held
more than one year, it means such ad’]ustmentg only to the extent
that they exceed the amount of the depreciation adjustments
which would have resulted if such adjustments had been deter-
mined for each taxable year under the straight line method of
adjustment. For purposes of the preceding sentence, if a useful
life (or salvage value) was use(i in determining the amount
allowed as a deduction for any taxable year, such life (or valmagl
shall be used in determining the depreciation adjustments whic
would have resulted for such year under the straight line method.

“(2) ProperTY HELD BY LESSEE.—In the case of a lessee, in deter-
mining the depreciation adjustments which would have resulted
in respect of any building erected (or other improvement made)
on the leased property, or in respect of any cost of acquiring the
lease, the lease period shall be treated as including all renewal
periods. For purposes of the preceding sentence—

“(A) the term ‘renewal period’ means any period for which
the lease may be renewed, extended, or continued pursuant
to an option exercisable by the lessee, but

“(B? the inclusion of renewal periods shall not extend the
period taken into account by more than 24 of the period on
the basis of which the depreciation adjustments were allowed.

“(3) Deereciation apsusTMENTS.—The term ‘depreciation
adjustments’ means, in respect of any property, all adjustments
attributable to Fenods after December 31, 1963, reflected in the
adjusted basis of such property on account of deductions (whether
in respect of the same or other property) allowed or allowable to
the taxpayer or to any other person for exhaustion, wear and tear,
obsolescence, or amortization (other than amortization under sec-
tion 168). For purposes of tha;greceding sentence, if the taxpayer
can establish by adequate records or other sufficient evidence that
the amount allowed as a deduction for any period was less than
the amount allowable, the amount taken into account for such
period shall be the amount allowed.

“(c) Szcrrox 1250 ProrErTY.—For purposes of this section, the term
‘section 1250 property’ means any real property (other than section
1245 property, as defined in section 1245(a) (3)) which is or has been
property of a character subject to the allowance for depreciation pro-
vided in section 167.

“(d) ExcEPTIONS AND LIMITATIONS.—

& ‘f‘t (1) Grrrs.—Subsection (a) shall not apply to a disposition by

“(2) Transrers AT DEaATH.—EXcept as provided in section 691
(relating to income in respect of a decedent), subsection (a) shall
not apply to a transfer at death,

“(3) CERTAIN TAX-FREE TRANSACTIONS.—If the basis of propert
in the hands of a transferee is determined by reference to its basis
in the hands of the transferor by reason of the application of
section 332, 351, 361, 871(a), 374(a), 721, or 731, then the amount
of gain t into account by the transferor under subsection
ga] (1) shall not exceed the amount of gain recognized to the trans-

eror on the transfer of such property (determined without regard
to this section). This paragraph shall not apply to a disposition
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to an organization (other than a cooperative described in section
521) which is exempt from the tax imposed by this chapter.
“(4) LIKE KIND EXCHANGES; INVOLUNTARY CONVERSIONS, ETC.—

“(A) RecoenrrioNn rnimiT—If property is disposed of
and gain (determined without regard to this section) is not
recognized in whole or in part under section 1031 or 1033,
then the amount of gain taken into account by the trans-
feror under subsection (a) (1) shall not exceed the greater
of the following:

“(i) the amount of gain recognized on the disposition
(determined without regard to this section), increased
as vaided in subparagraph (B), or

“(ii) the amount determined under subparagraph

“(B) INCREASE FOR CERTAIN sTOCK.—With respect to any
transaction, the increase provided by this subparagraph is
the amount equal to the fair market value of any stock
purchased in a corporation which (but for this paragraph)
?o)u(lg I(‘eﬁlt in nonrecognition of gain under section 1033

a )

“(C% ADJUSTMENT WHERE INSUFFICIENT SECTION 12350
PROPERTY I8 ACQUIRED.—With respect to any transaction, the
amount determined under this subparagraph shall be the
excess of—

“(i) the amount of gain which would (but for this

a;‘agraph) be taken into account under subsection (a)

1), over

“(ii) the fair market value (or cost in the case of a
transaction described in section 1033(a) (3)) of the sec-
tion 1250 property acquired in the transaction.

“(D) Basis oF PROPERTY ACQUIRED.—In the case of prop-
erty purchased by the taxpayer in a transaction described
section 1033(a) (3), in applying the last sentence of section
1033(c¢), such sentence shall be applied—

“(1) first solely to section 1250 properties and to the
amount of gain not taken into account under subsection
(a) (1) by reason of this paragraph, and
“(iig then to all urc]-;las properties to which such
sentence applies and to the remaining gain not recog-
nized on the transaction as if the cost of the section 1250
properties were the basis of such properties computed
under clause (i).
In the case of property acquired in any other transaction to
which this paragraph applies, rules consistent with the []))1::-
ceding sentence shall be applied under regulations preseribed
by the Secretary or his delegate.

“(E) ADDITIONAL DEPRECIATION WITH RESPECT TO PROPERTY
p1sposEp oF.—In the case of any transaction described in
section 1031 or 1033, the additional depreciation in respect
of the section 1250 property acquired which is attributable
to the section 1250 property disposed of shall be an amount
equal to the amount of the gain which was not taken into
account under subsection (a) %1) by reason of the application
of this paragraph.

“(5) SECTION 1071 AND 1081 TRANSACTIONS.—Under regulations

ribed by the Secretary or his delegate, rules consistent with

paragraphs (3) and (4) of this subsection and with subsections
e) and (f
éac)t.irm 1071 (relating to eain from sale or exchange to effectuate

) shall apply in the case of transactions described in
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policies of FCC) or section 1081 (relating to exchanges in 534 Stat 312.
obedience to SEC orders). v
“(6) PROPERTY DISTRIBUTED BY A PARTNERSHIP TO A PARTNER.—
“(A) I~ cExeran.—For purposes of this section, the basis
of section 1250 property distributed by a partnership to a
partner shall be deemed to be determined by reference to the
ndjnsted basis of such property to the partnership.
*(B) ApDITIONAL DEPRECIATION.—In respect of any prop-
erty described in subparagraph (A), the additional deprecia-
tion attributable to periods before the distribution by the
partnership shall be—
““Si the amount of the gain to which subsection (a)
would have applied if such property had been sold by
the partnership immediately before the distribution at its
fair market value at such time and the applicable per-
ﬁentage for the property had been 100 percent, reduced
¥
“(i1) if section 751(b) applied to any part of such gain, 2° USC 751
the amount, of such gain to which section 751(b) would
have applied if the applicable percentage for the prop-
erty had been 100 percent.
“(7) D1sPosITION OF PRINCIPAL RESIDENCE.—Subsection (a) shall
not apply to a disposition of—
‘(A) property to the extent used by the taxpayer as his
principal residence (within the meaning of section 1034, re- 26 USC 1034.
lating to sale or exchange of residence), and
“(B) property in respect of which the taxpayer meets
the age and ownership requirements of section 121 (relating 4nte- »- 38
to gains from sale or exchange of residence of individual who
has attained the age of 65) but only to the extent that he
meets the use requirements of such section in respect of such

“(e) H]:)LDING hBIOD.—FOI‘ purposes of determining the applicable
percentage under this section, the provisions of section 1223 shall not 2¢ USC 1223.
apply, and the holding period of section 1250 property shall be deter-
mined under the following rules:

“(1) BeeinNiNG oF moLpiNg PErton.—The holding period of
section 1250 property shall be deemed to begin—

% (H&) in the case of property acquired by the taxpayer,
on the day after the date of acquisition, or

“(B) in the case of property constructed, reconstructed,
or erected by the taxpayer, on the first day of the month
during which the property is placed in service.

“(2) PrOPERTY WITH TRANSFERRED Basis.—If the basis of prop-
erty acquired in a transaction described in paragraph (1), (2),
(3), or (5) of subsection (d) is determined by reference to its
basis in the hands of the transferor, then the holding period of
the property in the hands of the transferee shall include the hold-
ing period of the property in the hands of the transferor.

“(3) PriNcrpaL resiDENCE—ITf the basis of property acquired
in a transaction described in paragraph (7) ofp subsection c{d) is
determined by reference to the basis in the hands of the taxpayer
of other property, then the holding peried of the property ac-
quired shall include the holding period of such other property.

“(f) Seecrar. Rures ror Proverry Waicn Is SUBsTANTIALLY
IarrOVED.—

“(1) AMOUNT TREATED AS ORDINARY INCOME.—ILf, in the case
of a disposition of section 1250 property, the property is treated
as consisting of more than one element by reason of paragraph

31-667 O-65—10
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(3), then the amount taken into account under subsection (a% (1)
in respect of such section 1250 property as gain from the sale or
exchange of property which is neither a capital asset nor prop-
erty described in section 1231 shall be the sum of the amounts
determined under paragraph (2).

“(2) ORDINARY INCOME ATTRIBUTABLE TO AN ELEMENT.—For
purposes of paragraph (1), the amount taken into account for
any element shall be the amount determined by multiplying—

“(A) the amount which bears the same ratio to the lower
of the amounts specified in subparagraph (A) or (B) of
subsection (a) (1) for the section mﬁg;)ropert as the addi-
tional depreciation for such element bears to the sum of the
additional depreciation for all elements, by

“(B) the s%pplicab]a percentage for such element.

For purposes of this paragraph, determinations with respect
to any element shall be made as if it were a separate property.

@ g3 PROPERTY CONSISTING OF MORE THAN ONE ELEMENT.—In
applying this subsection in the case of any section 1250 property,
there shall be treated as a separate element—

“(A) each separate improvement,

“(B) if, before comﬁl&tion of section 1250 property, units
thereof (as distinguished from improvements) were placed
in service, each such unit of section 1250 property, an

“(C) the remaining propex?r which is not taken into
account under subparagraphs (A) and (B).

“(4) PROPERTY WHICH I8 SUBSTANTIALLY IMPROVED.—For pur-
poses of this subsection—

“(A) Inx ceNEraL—The term ‘separate improvement
means each improvement added during the 36-month period
ending on the last day of any taxable year to the capital
account for the property, but only if the sum of the amounts
added to such account during such period exceeds the
greatest of—

“(1) 25 percent of the adjusted basis of the property,

“(i1) 10 percent of the adjusted basis of the property,
determined without regard to the adjustments provided
in paragraphs (2) and (3) of section 1016(a), or

®(iii) $5,000.

For purposes of clauses (i) and (ii), the adjusted basis of
the property shall be determined as of the befinning of the
first day of such 36-month period, or of the holding period
of the property (within the meaning of subsection (e)),
whichever is the later.

“(B) Exceprion—Improvements in any taxable year
shall be taken into account for purposes of subparagraph
(A) only if the sum of the amounts added to the capital
account for the property for such taxable year exceeds the
greater of—

“(i) $2,000, or

“(i1) one percent of the adjusted basis referred to in
subparagraph (A) (ii), determined, however, as of the
beginning of such taxable year.

For purposes of this section, if the amount added to the
capital account for any separate improvement does not exceed
the greater of clause (i) or (ii), such improvement shall be
treated as placed in service on the first day, of a calendar
month, which is closest to the middle of the taxable year.

“(C) ImprovEMENT—The term ‘improvement’ means, in
the case of any section 1250 property, any addition to capital
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account for such property after the initial acquisition or after
completion of the ropert%

“(g) ApsustMeNTs To Basis.—The Secretary or his delegate shall
preseribe such regulations as he may deem necessary to provide for
adjustments to the basis of property to reflect gain recognized under
subsection (a).

“(h) Arprrication or Secrion.—This section shall apply notwith-
standing any other provision of this subtitle.”

(b) TrecHNICAL AMENDMENTS.—

(1) SPECIAL RULE FOR CHARITABLE CONTRIBUTIONS.—

(A) The heading of section 170 (e) (relating to special rule
for charitable contributions of section 1245 pro]’}erty) is
amended by striking out “Skction 1245 Properry” and in-
serting in lieu t-heremo% “CerraiN ProperTY".

(B) The text of such section 170(e) is amended by strik-
ing out “section 1245(a)” and inserting in lieu thereof “sec-
tion 1245 (a) or 1250 (a) ™.

&2) CORPORATE DISTRIBUTIONS OF PROPERTY.—Subsections (b)
and (d) of section 301 (relating to amount distributed) are each
amended by striking out “under section 1245 Sa) ” and inserting
in lieu thereof “under section 1245(a) or 1250(a)’

(3) ErrecT oN EARNINGS AND PROFITS.—Paragraph (3) of sec-
tion 312(c) (relating to adjustments of earnings and profits) is
amended by striking out “or under section 1245 a? ” and inserting
in lieu thereof “or under section 1245 (a) or 1250(a)”.

(4) CorrapsiBLE corporaTIONS—Paragraph (12) of section
341(e) (relating to collapsible corporations) is amended by strik-
ing out “section 1245(a)” and inserting in lieu thereof “sections
1245(a) and 1250(a)”.

(5) INBTALLMENT OBLIGATIONS IN CERTAIN LIQUIDATIONS.—Sub-
paragraphs (A) and (B) of section 453(d) (4) (reln,ti.ll% to dis-
tribution of installment obligations in certain corporate liquida-
tions) are each amended by striking out “section 1245(a)” and
inserting in lieu thereof “section 1245 (a) or 1250 (a)”.

(6) SPECIAL RULE FOR PARTNERSHIPS—Section 751(c) (relat-
ing to definition of “unrealized receivables” for purposes of sub-
chapter K) is amended by striking out “(as defined in section
1245(a) (8) ) ” and inserting in lieu thereof “(as defined in section
1245 (a)(3)) and section 1250 property (as defined in section
1250(c) )” and by striking out “to which section 1245(a)” and
inserting in lieu thereof “to which section 1245(a) or 1250(a)”.

(7) The table of sections for part IV of subchaIf)ber P of chap-
ter 1 is amended by adding at the end thereof the following:

“Sec. 1250. Gain from dispositions of certain depreciable realty.”

(c) Errective Dare.—The amendments made by this section shall
nyply to dispositions after December 31, 1963, in taxable years ending
after such date.

SEC. 232. AVERAGING.

(a) Generar Rure.—Part I of subchapter Q of chapter 1 is

amended to read as follows:

“PART I—INCOME AVERAGING

“Sec. 1301. Limitation on tax.

“Sec. 1302. Definition of averagable income; related definitions.
“Sec. 1803. Eligible individuals.

“Sec. 1304. Special rules.

“Sec, 1305. Regulations,
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“SEC. 1301. LIMITATION ON TAX.
“If an eligible individual has averagable income for the computa-
tion year, and if the amount of such income exceeds $3,000, then the
g tax imposed by section 1 for the computation year which is attribut-
26 USC 1. able to averagable income shall be 5 times the increase in tax under
such section which would result from adding 20 percent of such
income to the sum of—
“{1; 13314 percent of average base period income, and
“(2) the amount (if any) of the average base period capital
gain net income.

“SEC. 1302. DEFINITION OF AVERAGABLE INCOME; RELATED DEFI-
NITIONS.

“(a) AveragapLe INcome—For purposes of this part—

“(1) I~n eeENErAL.—The term ‘averagable income’ means the
amount (if any) by which adjusted taxable income exceeds 13314
percent of average base period income.

“(2) ADJUSTMENT IN CERTAIN CASES FOR CAPITAL GAINS.—If—

“(A) the average base period capital gain net income,
exceeds

“(B) the capital gain net income for the computation
year,

then the term ‘averagable income’ means the amount determined
under paragraph (1), reduced by an amount equal to such excess.
“(b) ApsustEp TaxasLe Income—For purposes of this part, the
term ‘adjusted taxable income’ means the taxable income for the com-
putation year, decreased by the sum of the following amounts:

“(1) CAPITAL GAIN NET INCOME FOR THE COMPUTATION YEAR.—
The amount (if any) of the eapital gain net income for the com-
putation year.

“(2) INCOME ATTRIBUTABLE TO GIFTS, BEQUESTS, ETC.—

“(A) In eexerarn.—The amount of net income attributable
to an interest in property where such interest was received by
the taxpayer as a gift, bequest, devise, or inheritance during
the comgutaﬁon year or any base period year. This para-
graph shall not apply to gifts, bequests, devises, or inherit-
ances between husband and wife if they make a joint return,
or if one of them makes a return as a surviving spouse (as

26 USC 2, defined in section 2(b) ), for the computation year.

“(B) AmounT oF NET INCOME.—Unless the taxpayer other-
wise establishes to the satisfaction of the Secretary or his
delegate, the amount of net income for any taxable year
attributable to an interest described in subparagraph (A)
shall be deemed to be 6 percent of the fair market value of
such interest (as determined in accordance with the provi-

W et sions of chapter 11 or chapter 12, as the case may be).

“(C) Linrration.—This paragraph shall apply only if the
sum of the net incomes attributable fo interests described in
subparagraph (A) exceeds $3,000.

“(D) gNET 1xcoMe.—For purposes of this paragraph, the
term ‘net income’ means, with respect to any interest, the
excess of—

“(i) items of gross income attributable to such inter-
est, over

“(ii) the deductions properly allocable to or charge-
able against such items.

For purposes of computing such net income, capital gains and

logses shall not be taken into account.

“(3) Wagering income—The amount (if any) by which
the gains from wagering transactions for the computation year
exceed the losses from such transactions.
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“(4) CERTAIN AMOUNTS RECEIVED BY OWNER-EMPLOYEES.—
The amount (if any) to which section 72(m)(5) (relating to
penalties applicable to certain amounts received by owner-
employees) aﬁplies. :

‘“(¢) Averace Base Periop Income.—For purposes of this part—

“(1) I~ cEneraL—The term ‘average base period income’
means one-fourth of the sum of the base period incomes for the
base period.

“(2) Base pEriop 1ncoME—The base period income for any
taxable year is the taxable income for such year first inc
and then decreased (but not below zero) in the following order:

“(A) Taxable income shall be increased by an amount
equal to the excess of—

“(i) the amount excluded from gross income under
section 911 (relating to earned income from sources
without the United gt&tes) and subpart D of part III
of subchapter N (sec. 931 and following, relating to
income from sources within possessions of the United
States), over

“(ii) the deductions which would have been properly
allocable to or chargeable against such amount but
for the exclusion of such amount from gross income.

“(B) Taxable income shall be decreased by the capital
gain net income.

“(C) If the decrease provided by paragraph (2) of sub-
section (b) nﬂglies to the computation year, the taxable
income shall decreased under the rules of such para-
graph ? (other than the limitation contained in subpara-

ph (C) thereof).

#(d) 53*11&1. Gaxv Ner Income, Erc.—For purposes of this part—

“(1) CarrraL eaiN Ner INcoME.—The term ‘capital gain net
income’ means the amount equal to 50 percent of the excess of the
net long-term capital gain over the net short-term capital loss.

“(2) AVERAGE BASE PERIOD CAPITAL GAIN NET INCOME.—The term
‘average base period capital gain net income’ means one-fourth
of the sum of the capital gain net incomes for the base period.
For purposes of the preceding sentence, the capital gain net
income for any base period year shall not exceed the base period
income for such year computed without regard to subsection
(c) (2) (B).

“(e) Orner ReraTep DeriNtrions.—For purposes of this part—

“(1) CompurartioNn vEar—The term ‘computation year' means
the taxable vear for which the taxpayer chooses the benefits of
this part.

“(2) Base perion.—The term ‘base period’ means the 4 taxable
vears immediately preceding the computation year.

“(3) Base periop YEAR—The term ‘base period year’ means
any of the 4 taxable years immediately preceding t,])m computa-
tion year.

“(4) Joint rerurN.—The term ‘joint return’ means the return
of a husband and wife made under section 6013,

“SEC. 1303. ELIGIBLE INDIVIDUALS.

“(a) GeneraL Rure.—Except as otherwise provided in this sec-
tion, for purposes of this part the term ‘eligible individual’ means any
individual who is a citizen or resident of the United States throughout
the computation year.

“(b) NonresmreNT ALEN INprvipvars—For purposes of this part,
an individual shall not be an eligible individun{ for the computation
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year if, at any time during such year or the base period, such in-
dividual was a nonresident alien.

“(c) Inprvipvars Receivine Sveport From OrHERS.—

4 &1) IN GeENERAL—For purposes of this part, an individual
shall not be an eligible individual for the computation year if, for
any base period year, such individual (and his spouse) furnished
less than one-half of his support.

“(2) Exceprions.—Paragraph (1) shall not apply to any com-
putation year if—

“(A) such year ends after the individual attained age 25
and, during at least 4 of his taxable years beginning after he
attained age 21 and ending with his computation year, he was
not a full-time student,

“(B) more than one-half of the individual’s adjusted tax-
able income for the computation year is attributable to work
performed by him in substantial part during 2 or more of
the base period years, or

“(C) the individual makes a joint return for the computa-
tion year and not more than 25 percent of the aggregate
adjusted gross income of such individual and his spouse
for the computation year is attributable to such individual.

In applying subparagraph (C), amounts which constitute earned
income (within the meaning of section 911(b)) and are com-
munity income under community property laws applicable to
such income shall be taken into account as if such amounts did
not constitute community income.

“(d) StupeNT DEFINED.—For purposes of this section, the term
‘student’ means, with respect to a taxable year, an individual who
during each of 5 calendar months during such taxable year—

“(1) was a full-time student at an educational institution (as
defined in section 151(e)(4)); or

“(2) was pursuing a full-time course of institutional on-farm
training under the supervision of an accredited agent of an edu-
cational institution (as defined in section 151(59' (4)) or of a
State or political subdivision of a State.

“SEC. 1304. SPECIAL RULES.

“(a) Taxeayer Musr Cuoose Benerrrs—This part shall apply
to the taxable year only if the taxpayer chooses to have the benefits
of this part for such taxable year. Such choice may be made or
changed at any time before the expiration of the period prescribed
for making a claim for credit or refund of the tax imposed by this
chapter for the taxable year.

“ib) Cerrain Provisions INappricasie.—If the taxpayer chooses
the benefits of this part for the taxable year, the following provisions
shall not apply to him for such year:

“(1? section 3 (relating to optional tax if adjusted gross
income is less than $5,000),
“(2) section 72(n)(2) (relating to limitation of tax in case
of certain distributions with respect to contributions by self-
employed individuals),

“(3) section 911 (relating to earned income from sources

without the United States), and

“(4) subpart D of part III of subchapter N (sec. 931 and
following, relating to income from sources within possessions of
the United States).

“(c) FamLure oF CerraiNn Marriep Inpiviouars To Mage Joint
Rerurn, Erc.—

“(1) AepricaTION OF BUBSECTION.—Paragraphs (2)I (3), and
(4) of this subsection shall apply in the case of any individual
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who was married for any base period year or the computation
year; except that— |
“(A) such paragraphs shall not apply in respect of a
base period year if— o
“(i) such individual and his spouse make a joint
return, or such individual makes a return as a surviving
spouse (as defined in section 2(b) ), for the computation
ear, and
) “(ii) such individual was not married to any other
spouse for such base period year, and
“(B) paragraph (4) shall not apg)ly in respect of the com-
putation year if the individual and his spouse make a joint
return for such year. X
“ (l?a) MINIMUM BASE PERIOD INCOME.—F or purposes of this part,
the base IfeﬁOd income of an individual for any base period year
shall not be less than 50 percent of the base period income which
would result from combining his income and deductions for such

“(A) with the income and deductions for such year of the
individual who is his spouse for the computation year, or

“(B) if greater, with the income and deductions for such
year of the individual who was his spouse for such base
period year.

“(3) MINIMUM BASE PERIOD CAPITAL GAIN NET INCOME.—For
purposes of this part, the capital gain net income of any indi-
vidual for any base period year shall not be less than 50 percent
of the capital gain net income which would result from combining
his cf({aital gnin net income for such year (determined without
regard to this paragraph) with the capital gain net income for
such year (similarly determined) of the individual with whom
he is required by paragraph (2) to combine his income and deduc-
tions for such year.

“(4) CoMMUNITY INCOME ATTRIBUTABLE TO SERVICES.—In the
case of amounts which constitute earned income (within the mean-
ing of section 911(b)) and are community income under com-
munity property laws applicable to such income—

“FA) the amount taken into account for any base period
{:ar for purposes of determining base period income shall not

less the amount which would be taken into account

if such amounts did not constitute community income, and

“(B) the amount taken into account for purposes of deter-
mining adjusted taxable income for the computation year
shall not exceed the amount which would be taken into account
if such amounts did not constitute community income.

“(5) Marrrar staTus.—For purposes of this subsection, section
143 shall apply in determining whether an individual is married
for any taxable year.

“(d) Dorrar Limirations ix C'ase oF Joint Rerurns.—In the case
of a joint return, the $3,000 figure contained in section 1301 shall be
applied to the aggregate averagable income, and the $3,000 figure con-
tained in section 130% (b) (2) (éﬂ)l shall be applied to the aggregate net

comes.
“(e) SeeciaL Rures WaHere THere Are Caprran Gains.—
“(1) TREATMENT OF CAPITAL GAINS IN COMPUTATION YEAR—In
the case of any taxpayer who has capital gain net income for the
computation year, the tax imposed by section 1 for the computa-

tion year which is attributable to the amount of such net income
shall he computed—
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“(A) by adding so much of the amount thereof as does not -
exceed average base period capital gain net income above
13314 percent of average base perioci;1 income, and

“(B) by adding the remainder (if any) of such net income
above the 20 percent of the averagable income as taken into
account for purposes of computing the tax imposed by section
%f(a;nd above the amounts gf any) referred to in subsection

)(1)).

“(2) CoMPUTATION OF ALTERNATIVE TaX.—In the case of any
taxpayer who has capital gain net income for the computation
year, section 1201 (b) shallﬁ treated as imposing a tax equal to
th]?j ?x imposed by section 1, reduced by the amount (if any) by
which—

“(A) the tax imposed by section 1 and attributable to the
capital gain net income for the computation year (determined
under paragraph (1)), exceeds

@ (Bs) an amount equal to 25 percent of the excess of the net
long-term capital gain over the net short-term capital loss.

“(f) TrearmeNT oF CerTAiN OTHER ITEMS.—

¥(1) Grer or wacerING INCoME.—The tax imposed by section 1
for the computation year which is attributable to the amounts
subtracted from taxable income under paragraphs (2) and (3) of
section 1302(b) shall equal the increase in tax under section 1
which results from adding such amounts above the 20 percent
of the averagable income as taken into account for purposes of
computing the tax imposed thereon by section 1.

“(2) Secrion T2(m) (5).—Section 72(m) (5) (relating to pen-
alties applicable to certain amounts received by owner-employees)
shall be applied as if this part had not been enacted.

“(3) OrtnEer rrEMs.—Exeept as otherwise provided in this part,
the order and manner in which items of income shall be taken
into account in computing the tax imposed by this chapter on the
income of any eligible individual to whom section 1301 applies
for any computation year shall be determined under regulations
prescribed by the Secretary or his delegate.

“(g) Suort Taxasre Yeanrs.—In the case of any computation year
or base period year which is a short taxable year, this part shall be
applied in the manner provided in regulations preseribed by the Secre-
tary or his delegate.

“SEC. 1305. REGULATIONS.

“The Secretary or his delegate shall prescribe such regulations as
may be necessary to carry out the purposes of this part.”

) Reprarn or Secrion 72(e) (3).—Section 72(e) (3) (relating to
limit on tax attributable to receipt of lump sum) is hereby repealed.

(e) AMmexpMENT OF SECTION 144.—Section 144 (relating to elec-
tion of standard deduction) is amended by adding after subsection (c)
(as added by 112(¢) (2) of this Act) the following new subsection:

“(d) Inpivinuars Erecrine Income AveraciNna.—In the case of
a taxpayer who chooses to have the benefits of part T of subchapter
Q (relating to income averaging) for the taxable yenr—

“(1) subsection (a) shall not apply for such taxable year, and

#(2) the standard deduction shall be allowed if the taxpayer
so elects in his return for such taxable year.

The Secretary or his delegate shall by regulations preseribe the man-
ner of signifying such election in the return. If the taxpayer on
making his return fails to signify, in the manner so prescribed, his
election to take the standard deduetion, such failure shall be con-
sidered his election not to take the standard deduction.”
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(d) Srarvre or Livrrarrons.—Section 6511(d) (2) (B) (velating 534 Stet 808.
to special period of limitation with respect to net operating loss carry- g
backs) is amended to read as follows:
“(B) APPLICABLE RULES.—
“(i) If the allowance of a credit or refund of an over-
anment of tax attributable to a net operating loss carry-
ack is otherwise prevented by the operation of any law

or rule of law other than section 7122, relating to com- 26 USC 7122
promises, such credit or refund may be allowed or made,
1f claim therefor is filed within the period provided in
subparagraph (A) of this paragraph. If the allowance
of an application, credit, or refund of a decrease in tax T

determined under section 6411 (b) is otherwise prevented
by the operation of any law or rule of law other than
section 7122, such application, credit, or refund may be
allowed or made if application for a tentative carryback
adjustment is made within the period provided in section
6411(a). In the case of any such claim for credit or
refund or any such application for a tentative carryback
adjustment, the determination by any court, including
the Tax Court, in any proceeding in which the decision
of the court has become final, shall be conclusive except
with respect to the net operating loss deduction, and the
effect of such deduction, to the extent that such deduction
is affected by a carryback which was not in issue in such
roceeding.

“(ii) A claim for eredit or refund for a computation
year (as defined in section 1302(e) (1)) shall be deter- An‘e »- 107.

mined to relate to an overpayment attributable to a net

operating loss carryback when such earryback relates to

s(t;lgr) lgase period year (as defined in section 1302(e)

(e) Tecunican AwmEnpumeENTs.—The following provisions are
ﬂllle]ll(}:‘d by striking out “except that section 72(3?(3) shall not “nte 110,

apply”:
i (1) The first sentence of section 402(a) (1) (relating to gen- 26 USC 402
eral rule for taxability of beneficiary of exempt trust).

(2) The second sentence of section 402(b) (relating to tax-
ability of beneficiary of non-exempt trust).

(3) The second sentence of section 402(d) (relating to certain
employees’ annuities).

4) Section 403(a) (1) (relating to the general rule for tax- 26 USC 403.
ability of a beneficiary under a qualified annuity plan).

(5) The second sentence of section 403(b) (1) (relating to gen-
eral rule for taxability of beneficiary, etc.).

(6) The second sentence of section 403(¢) (relating to tax-
ability of beneficiary under a nonqualified annuity).

(f) CreEricAL AMENDMENTS.—

(1) Subsection (f) of section 4 (relating to eross references to ff,‘;::s‘: 2
rules for optional tax) is amended by adding at the end thereof Ak
the following new paragraph: :

“(3) For rule that optional tax is not to apply if individual chooses
the benefits of income averaging, see section 1304(b).”

(2) Subsection (b) of section 5 (relating to cross references to 26 USC 5.

special limitations on tax) is amended to read as follows:
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“(b) SreciaL Loorations ox Tax.—

“(1) For limitation on surtax attributable to sales of oil or gas
properties, see section 632.
“(2) For limitation on tax in case of income of members of Armed
Forces on death, see section 692,
“(3) For limitation on tax where an individual chooses the bene-
fits of income averaging, see section 1301.
“(4) For computation of tax where taxpayer restores substan-
tial amount held under claim of right, see section 1341.
“(5) For limitation on surtax attributable to claims against the
United States involving acquisitions of property, see section 1347.”
(3)_The table of parts for subchapter Q of chapter 1 is amended
by striking out
“Part I. Income attributable to several taxable years.”
and inserting in lieu thereof
“Part I. Income averaging.”

(g) ErrFecTiveE DaTE.—

(1) Gexerar ruLE.—Except as provided in Famgraph (2), the
amendments made by this section shall appg with respect to
taxable years beginning after December 31, 1963.

* (2) INcoME FROM AN EMPLOYMENT.—If, in a taxable year
beginning after December 31, 1963, an individual or partnershi
receives or accrues compensation from an employment (as defin
by section 1301(b) of the Internal Revenue Code of 1954 as in
effect immediately before the enactment of this Act) and the
omploimant began before February 6, 1963, the tax attributable
to such compensation may, at the election of the taxpayer, be
computed under the provisions of sections 1301 and 1307 of
such Code as in effect immediately before the enactment of this
Act. If a taxpayer so elects (at such time and in such manner
as the Secretary of the Trea.su? or his delegate by regulations
prescribes), he may not choose for such taxable year the benefits
provided by part I of subchapter Q of chapter 1 of such Code
( relatinF to income averaging) as amended by this Act and
(if he elects to have subsection (e) of such section 1307 apply)
section 170(b) (5) of such Code as amended by this Act shall
not apply to charitable contributions paid in such taxable year.

SEC. 233. SMALL BUSINESS CORPORATIONS.

(a) Owxersurr oF CerTAIN Stock DIsreGARDED.—Section 1371
(relating to definition of small business corporation) is amended by
adding at the end thereof the following new subsection :

“(d) Owxersurp oF CerTaiN Stock.—For purposes of subsection
(1), a corporation shall not be considered a member of an affiliated
group at any time during any taxable year by reason of the ownership
of stock in another corporation if such other corporation—

“(1) has not begun business at any time on or after the date
of dits incorporation and before the close of such taxable year,
an

“(2) does not have taxable income for the period included
within such taxable year.”

(b) Cerrain DistrisuTioNs oF MoNeEY ArreEr CrosE oF TaxasLe
Yrar.—Section 1375 Sreln.t,ing to specinl rules applicable to distribu-
tions of electing small business corporations) is amended by adding
at the end thereof the following new subsection :

“(e) Cerrain DistrisurioNs AFTER CrLose oF TaxasLe YEar—

“(1) IneeNeraL.—For pu.rTaes of this chapter, if—

“(A) a corporation makes a distribution of money to its
shareholders on or before the 15th day of the third month
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following the close of a taxable year with respect to which
it was an electing small business corporation, and

“(B) such distribution is made pursuant to a resolution
of the board of directors of the corporation, adopted before
the close of such taxable year, to distribute to its shareholders
all or a part of the proceeds of one or more sales of capital
assets, or of property described in section 1231(b), made
during such taxa!ﬁe year.,

such distribution shall, at the election of the corporation, be
treated as a distribution of money made on the last day of such
taxable year.

“(2) SuareroLDERS.—An election under paragraph (1) with re-
spect to any distribution may be made by a corporation only if
each person who is a shareholder on the day the distribution is
received—

“(A) owns the same proportion of the stock of the corpora-
tion on such day as he owned on the last day of the taxable
year of the corporation ];:recading the distribution, and

“(B) consents to such election at such time and in such
manner as the Secretary or his delegate shall prescribe by
regulations.

“(3) MANNER AND TIME OF ELECTION.—An election under para-
graph (1) shall be made in such manner as the Secretary or his
delegate shall preseribe by regulations. Such election shall be
made not later than the time prescribed by law for filing the
return for the taxable year during which the sale was made (in-
cluding exteénsions thereof) except that, with respect to any tax-
able year ending on or before the date of the enactment of the
Revenue Act 05 1964, such election shall be made within 120
days after such date.”

(¢) Errective Dates.—The amendment made by subsection (a)
shall apply with respect to taxable years of corporations beginnin
after mber 31, 1962. The amendment made by subsection (bﬁg
shall apply with respect to taxable years of corporations beginning
after December 31, 1957,

SEC. 234. REPEAL OF ADDITIONAL 2-PERCENT TAX FOR CORPORA-

TIONS FILING CONSOLIDATED RETURNS.

(a) Repmar or Tax.—Subsection (a) of section 1503 (relating to
computation and payment of tax in case of consolidated returns) is
amended to read as follows:

“(a) GeExEraL RULE.—In any case in which a consolidated return is
made or is required to be made, the tax shall be determined, computed,

, collected, and adjusted in accordance with the l1;$u]la)timm;
nnder section 1502 prescribed before the last day prescribed by law
for the filing of such return.”

(b) TecHNICAL AND CONFORMING AMENDMENTS.—

(1) Section 1503 is amended by striking out subsections (b) and
(¢) and by relettering subsection (d) as subsection (b).

(2) Paragraph (3) of section 1503(b) (as relettered by para-
graph (1)) 1s amended to read as follows:

M i

or of para a corporation is a
regulated public utility only i2 16304 ve ’mtadrgﬁblic utility
within the meaning of subparagraph (A%u(other than clauses
(ii) and (iii) thereof) or (D) of section 7701(a) (33). For
puré)loaea of the preceding sentence, the limitation contained
in the last two sentences of section 7701 ;}(33) shall be
applied as if subg&ragmphs (A) t-hrough )
section 7701(9.);. 3) were limited to su
and (D) thereof.

, inclusive, of
paragraphs (A) (i)
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“(B) For purposes of paragraph (2), the foreign coun-
tries referred to in this subparagraph include only any coun-
try from which any public utility referred to in the first sen-
tence of paragraph (2) derives the principal part of its
income.

“(C) For purposes of this subsection, the term ‘consoli-
dated taxable income’ means the consolidated taxable income
computed without regard to the deduction provided by sec-

A Bue. 72 tion 242 for %mrtially tax-exempt interest.”
ghedyesi o 3) Section 7701(a) &relatm to definitions) is amended by
aclding at the end thereof the following new paragra

i h:
“(33) ReguraTeD PUBLIC UTILITY.—The term ‘regul[:tted public
utility’ means—
f“(A) A corporation engaged in the furnishing or sale
[0
“(i) electric energy, gas, water, or sewerage disposal
services, or
“(ii) transportation (not included in subparagraph
(C)) on an intrastate, suburban, municipal, or mter-
urban electric railroad, on an intrastate, municipal, or
suburban trackless trolley system, or on a muricipal or
suburban bus system, or
“(iii) transportation (not included in clause (ii)) by
motor vehicle—
if the rates for such furnishing or sale, as the case may be
have been established or approved by a State or p()lltictli
subdivision thereof, by an agency or instrumentality of
the United States, by a public service or public utility com-
mission or other similar body of the District of Columbia
or of any State or political subdivision thereof, or by a for-
eign country or an agency or instrumentality or political
subdivision thereof.

“(B;ﬂ A corporation engaged as a common carrier in the
furnishing or sale of transportation of gas by pipe line, if
subject to the jurisdiction of the Federal Power Commis-
sion.

“(C) A corporation engaged as a common carrier (i) in the

ishing or sale of transportation by railroad, if subject
to the jurisdiction of the Interstate Commerce Commission,
or (ii) in the furnishing or sale of transportation of oil or
other petroleum products (including shale oil) by pipe line,
if subject to the jurisdiction of the Interstate Commerce
Commuission or if the rates for such furnishing or sale are
subject to the jurisdiction of a public service or public utility
commission or other similar bogy of the District of Columbia
or of any State.

“(D) A corporation engaged in the furnishing or sale of
telephone or g]’: ph service, if the rates for such furnish-
in% or sale meet the requirements of subpa ph (A).

“*(E) A corporation engaged in the Elmi hing or sale of
transportation as a common carrier by air, subject to the
jurisdiction of the Civil Aeronautics Board.

“(F) A corporation engaged in the furnishing or sale of
transportation by common carrier by water, subject to the
jurisdiction of the Interstate Commerce Commission under

o part III of the Interstate Commerce Act, or subject to the
. ]unsdlctl};m of thi Federal Maritime Board under the Inter-

£, ooty dagss coastal Shipping Act, 1933.

o 4 il “(G@) A railroad corporation subject to part I of the Inter-

9 USC 1ot state Commerce Act, if (i) substantially all of its railroad

seq.
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properties have been leased to another such railroad corpora-
tion or corporations by an agreement or agreements entered
into before January 1, 1954, (ii) each lease is for a term of
more than 20 years, and (ii1) at least 80 percent or more of
its gross income (computed without regard to dividends and
capital gains and losses) for the taxable year is derived from
such leases and from sources described in subparagraphs
(A) through (F'), inclusive. For purposes of the precedin,
sentence, an agreement for lease of railroad properties enter
into before January 1, 1954, shall be considered to be a lease
including such term as the total number of years of such
agreement may, unless sooner terminated, be renewed or con-
tinued under the terms of the agreement, and any such
renewal or continuance under such agreement shall be con-
sidered part of the lease entered into gfore January 1, 1954,
“(H) A common parent corporation which is a common
carrier by railroad subject to part I of the Interstate Com-
merce Act if at least 80 percent of its gross income (computed 23 3tat. 379.
without regard to capital gains or losses) is derived directly seq. i
or indirectly from sources described in subparagraphs (A%
through (Fj, inclusive. For purposes of the preceding sen-
tence, dividends and interest, and income. from leases
described in subparagraph (G), received from a regulated
ublic utility shall be considered as derived from sources
described in subparagraphs (A) through (F), inclusive, if
the re%u]atad public utility is a member of an affiliated
group (as defined in section 1504) which includes the common 584 5t 369
parent corporation. 3
The term ‘regulated public utility’ does not (except as provided
in subparagraphs ( Gs’ and (H)) include a corporation deseribed
in subparagraphs (A) through (F), inclusive, unless 80 percent
or more of its gross income (computed without regard to
dividends and capital gains and losses) for the taxable year is
derived from sources described in subparagraphs (A) through
(F), inclusive. If the taxpayer establishes to the satisfaction
of the Sacreta-xg or his delegate that (i) its revenue from
regulated rates described in subparagraph (A) or (D) and its
revenue derived from unregulated rates are derived from the
operation of a single interconnected and coordinated system or
from the operation of more than one such system, and (ii) the
unregulated rates have been and are substantially as favorable
to users and consumers as ave the regulated rates, then such
revenue from such unregulated rates shall be considered, for
urposes of the preceding sentence, as income derived from sources
Hescribed in subparagraph (A) or (D).” 7
(4) Section 12(8) (relating to cross reference to additional tax ‘;;T-;;S”é- i
for corporations filing consolidated returns) is hereby repealed. :
(5) Paragraphs (1) and (2) of section 172(j) (relating to 76 3tat 64.
carryover oﬂet operating loss for certain regulated transporta- 3
tion corporations) are amended to read as follows:
“(1) Drrinrrion.—For purposes of subsection (b) (1) (C), the
term ‘regulated transportation corporation’ means a corporation—
“(A) 80 percent or more of the gross income of which
(computed without regard to dividends and capital gains and
lossess for the taxable year is derived from the furnishing or
sale of transportation described in subparagraph (A), (C)
(i), (E), or (F) of section 7701(a)(33) and taken into 4nfs. 2 L1
account for purposes of the limitation contained in the last !
two sentences of section 7701(a) (33),
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“(B) which is described in subparagraph (G) or (H) of
section 7701 (a) (33), or )

“(C) which is a member of a regulated transportation
system.

“(2) REGULATED TRANSPORTATION SYSTEM.—For pm';}):ses of
this subsection, a corporation shall be treated as a member of a

ated transportation system for a taxable year if— .
“(A) it is a member of an affiliated group of corporations

making a consolidated return for such taxable year, and
“(B) 80 percent or more-of the aggregate gross income of
the members of such affiliated group (computed without
rd to dividends and capital gains and losses) for such
téaxatlia) year is derived from sources described in paragraph

1) (A).

For purposes of subparagraph (B), income derived by a corpo-
ration described in subparagraph (G) or (H) of section 7701(a)
(33) from leases described in subparagraph (G) thereof shall be
3nsi§ered as derived from sources described in paragraph (1)

(%i) Section 904(g) (2) (relating to cross references for pur-
poses of the limitation on the foreign tax credit) is amended by
striking out “section 1503(d)™ and inserting in lien thereof “'sec-
tion 1503([:)”.

(7) Section 1341(b) (2) (relating to special rules for the com-
putation of tax where taxpayer restores substantial amount held
under claim of right) is amended by strikin% out “ Sns defined in
section 1503(c) without regard to paragraph (2) thereof)” and
inserting in lieu thereof “(as defined in section 7701 (a) (33) with-
out regard to the limitation contained in the last two sentences

thereo g;

(8) tion 1552(a) (3) (relating to the allocation of tax lia-
bility aml::;f members of an affiliated group of corporations filing
consolidated returns) is amended by striking out “(determined
withc(m;,)};egard to the 2 percent increase provided by section
1503 (a) ).

(¢) ErFective DaTe—The amendments made by subsections (a)
and (b) shall apply with respect to taxable years beginning after
December 31, 1963.

SEC. 235. REDUCTION OF SURTAX EXEMPTION IN CASE OF CERTAIN
CONTROLLED CORPORATIONS, ETC.

(a) In Generar—Subchapter B of chapter 6 (related rules for
consolidated returns) is amended by adding at the end thereof the
following new part:

“PART II—CERTAIN CONTROLLED CORPORATIONS

“Bee. 10681, Surtax exemptions in case of certain controlled cor-
porations.

“Sec, 1562. Privilege of groups to elect multiple surtax exemptions,

»Sec. 1563. Definitions and special rules.

“SEC. 1561. SURTAX EXEMPTIONS IN CASE OF CERTAIN CONTROLLED
CORPORATIONS.

“(n) GeNerar Rure—If a corporation is a component member
of a controlled group of corporations on a December 31, then for
purposes of this subtitle the surtax exemption of such corporation for
the taxable year which includes such December 31 shall be an amount
equal to—

“(1) $25,000 divided by the number of corporations which
are component members of such group on such December 31, or
%(2) 1f all such component members consent (at such time and
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in such manner as the Secretary or his delegate shall by regula-

tions prescribe) to an apﬁortionment plan, such portion of $25,000

as is apportioned to such member in accordance with such plan.
The sum of the amounts apportioned under paragraph (2) among
the component members of any controlled group shall not excee

“’(b) Cerrainy SHort TaxasrLe Years.—If a corporation—
“(1) has a short taxable year which does not include a Decem-
ber 31, and
“(2) is a component member of a controlled group of corpo-
rations with respect to such taxable year,
then for purposes of this subtitle the surtax exemption of such corpo-
ration for such taxable year shall be an amount equal to $25,000
divided by the number of corporations which are component members
of such group on the last day of such taxable year. For purposes of
the preceding sentence, section 1563 (b) shall be applied as if such last
day were substituted for December 31.

“SEC. 1562. PRIVILEGE OF GROUPS TO ELECT MULTIPLE SURTAX
EXEMPTIONS.

“(a) EvectioN oF MULTIPLE SURTAX EXEMPTIONS.—

“(1) In eEneraL.—A controlled group of corporations shall
(subject to the provisions of this section) have the privilege of
electing to have each of its component members make its returns
without regard to section 1561. Such election shall be made with

t to a specified December 31 and shall be valid only if—

“(A) each corporation which is a component member of
such ﬁroup on such December 31, and

“(B) each other corporation which is a component mem-
ber of such group on any succeeding December 31 before the
day on whicETthe election is filed,

consents to such election.

“(2) Years FOR WHICH EFFECTIVE—An election by a con-
trolled group of corporations under paragraph (1) shall be
effective with respect to the taxable year of each component
member of such group which includes the specified December 31,
and each taxable year of each corporation which is a component
member of such group (or a successor group) on a succeeding
December 31 included within such taxable year, unless the
election is terminated under subsection (c).

“(3) Errecr or erecrioN.—If an election by a controlled
group of corporations under paragraph (1) is effective with
respect to any taxable year of a corporation—

“(A) section 1561 shall not apply to such corporation for
such taxable year, but

“SB) the additional tax imposed by subsection (b) shall
apply to such corporation for such taxable year.

“(b) ApprrioNar Tax Isrrosep.—

“(1) GexeraL rULE.—If an election under subsection (a) (1)
bljlr a controlled group of corporations is effective with respect to
the taxable year of a corporation, there is hereby imposed for such
taxable year on the taxable income of such corporation a tax
equal to 6 percent of so much of such corporation’s taxable income
for such taxable year as does not exceed $25,000. This paragraph
shall not apply to the taxable year of a corporation if—

“(Af such corporation is the only component member of
such controlled group on the December 31 included in such
corporation’s taxable year which has taxable income for a
taxable year including such December 31, or
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“(B) such corporation’s surtax exemption is disallowed
for such taxable year under any provision of this subtitle.

“(2? TAX TREATED AS IMPOSED BY SECTION 11, ETC.—If for the
taxable year of a corporation a tax is imposed by section 11 on the
taxable income of such corporation, the additional tax imposed by
this subsection shall be treated for purposes of this title as a tax
imposed by section 11. If for the taxable year of a corporation
a tax is imposed on the taxable income of such corporation which
is computed under any other section by reference to section 11,
the additional tax imposed by this subsection shall be treated for
purposes of this title as imposed by such other section.

“(3) TaxaBLE INCOME DEFINED.—For purposes of this subsee-
tion, the term ‘taxable income’ means—

“(A) in the case of a corporation subject to tax under sec-
tion 511, its unrelated business taxable income (within the
meaning of section 512) ;

“(B) in the case of a life insurance company, its life insur-
ancabc)())mpany taxable income (within the meaning of section

802 >
“ﬁC) in the case of a regulated investment company, its
investment company taxable income (within the meaning of
section 852(b) (2)) ; and
“(D) in the case of a real estate investment trust, its real
estate mvestment trust taxable income (within the meaning
of section 857 (b) (2) ).

“(4) Seecian rures.—If for the taxable year an additional tax
is imposed on the taxable income of a corporation by this sub-
section, then sections 244 (relating to dividends received on cer-
tain preferred stock), 247 (relating to dividends paid on certain
preferred stock of public utilities), 804(a) (3) (mlg.t-ing to dedue-
tion for partially tax-exempt interest in the case of a life insur-
ance company), and 922 (relating to special deduction for
Western ﬁemisphem trade corporations) shall be applied with-
out regard to the additional tax imposed by this subsection.

“(¢) TermiNaTION OF ErLrcrioN.—An election by a controlled
group of corporations under subsection (a) shall terminate with
respect to such group—

“(1) Consent oF Tue MeEMBERS,—If such group files a termi-
na‘tiion of such election with respect to a specified December 31,
anda—

“(A) each corporation which is a component member
of such group on such December 31, and
“(B) each other corporation which is a component mem-
ber of such group on any succeeding December 31 before the
day on which the termination is filed,
consents to such termination.

“(2) REFUBAL BY NEW MEMBER TO CONSENT.—If on Decem-
belr 31 of any year such group includes a component member
which—

“(A) on the immediately preceding January 1 was not
a member of such group, and

“(B) within the time and in the manner provided by
regulations prescribed by the Secretary or his delegate,
files a statement that it does not consent to the election.

“(3) ConNsorLIDATED RETURNS.—If—

“(A) a corporation is a component member (determined

. without regard to section 1563(b) (3)) of such group on a

December 31 ineluded within a taxable year ending on or
after January 1, 1964, and
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*(B) such corporation is a member of an affiliated group
of corporations which makes a consolidated return under this
chapter (sec. 1501 and following) for such taxable year.

“(4) CONTROLLED GROUP NO LONGER IN EXISTENCE—If such
goup is considered as no longer in existence with respect to any

ecember 31.

Such termination shall be t;f%efiiv? \)vitzh )respe(ct)to th]e: Decemberlil
referred to in paragraph (1 , (2), (3),0r (4), as the case may be.

“(d) Emm'rl)oxngmn ’h:nmumm—lf an election by a controlled

rm(lip of corporations is terminated under subsection (c), such group
im any successor group) shall not be eligible to make an election
under subsection (a) with res to any December 31 before the sixth
December 31 after the December 31 with respect to which such termi-
nation was effective.

“(e) Manner aND TrmE o Givine ConsenT AND MaxiNG ELecrioN,
Erc—An election under subsection (a)(1) or a termination under
subsection (c) (1) (and the consent of each member of a controlled
group of corporations which is required with respect to such election
or termination) shall be made in such manner as the Secretary or his
delegﬁza shall by regulations prescribe, and shall be made at any
time before the expiration of 3 years after—

%(1) in the case of such an election, the date when the income
tax return for the taxable year of the component member of the
controlled group which has the taxable year ending first on or
after the specified December 31 is required to be filed (without
reﬁard to any extensions of time), and

(2) in the case of such a termination, the specified December
31 with respect to which such termination was made.
Any consent to such an election or termination, and a failure by a
component member to file a statement that it does not consent to an
election under this section, shall be deemed to be a consent to the
application of subsection }ﬁ) (1) (relating to tolling of statute of
limitations on assessment of deficiencies).

“(f) Seeciar Rures.—For purposes of this section—

“(1) CoNTINUING AND SUCCESSOR CONTROLLED GROUrs.—The
determination of whether a controlled group of corporations—

“(A) is considered as no longer n existence with respect
to any December 31, or

“(B) is a successor to another controlled group of corpo-
rations (and the effect of such determination with respect
to any election or termination),

shall be made under regulations prescribed by the Secretary or
his delegate. For purposes of subparagraph (B), such regula-
tions shall be based on the continuation (or termination) of pre-
dominant equitable ownership.

“(2) CERTAIN SHORT TAXABLE YEARS—Lf one or more corpo-
rations have short taxable years which do not include a Decem-
ber 31 and are component members of a controlled group of
corporations with respect to such taxable years (determined by
applying section 1563(b) as if the last day of each such taxable
year were substituted for December 31), then an election by such
group under this section shall apply with respect to such corpora-
tions with respect to such taxable years if—

“(A) such election is in effect with respect to both the
December 31 immediately preceding such taxable years and
the December 31 immediately succeeding such taxable years,
or

“(B) such election is in effect with respect to the Decem-
ber 31 immediately preceding or succeeding such taxable
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years and each such corporation files a consent to the appli-
cation of such election to its short taxable year at such time
and in such manner as the Secretary or his delegate shall
'Frescribe by regulations.
“(g) TorriNneg oF STATUTE oF Limrrarions.—In any case in which
a controlled group of corporations makes an election or termination
under this section, the statutory period—

“(1) for assessment of any deficiency against a corporation
which is a component member of such group for any taxable
year, to the extent such deficiency is attributable to the applica-
tion of this part, shall not expire before the expiration of one
year after the date such election or termination is made; and

“(2) for allowing or making credit or refund of any overpay-
ment of tax by a corporation which is a component member of
such group for any taxable year, to the extent such credit or
refund is attributable to the appfication of this part, shall not
expire before the expiration of one year after the date such elec-
tion or termination is made.

“SEC. 1563. DEFINITIONS AND SPECIAL RULES.

“(a) ControLLEp Grour or CorroraTions.—For purposes of this
p?rt, the term ‘controlled group of corporations’ means any group
of —

#(1) PARENT-SUBSIDIARY CONTROLLED GrRoUP.—One or more
chains of corporations connected through stock ownership with
a common parent corporation if—

“(A) stock possessing at least 80 percent of the total com-
bined voting power of all classes of stock entitled to vote or
at least 80 percent of the total value of shares of all classes
of stock of each of the corporations, except the common

rent corporation, is owned (within the meaning of sub-
section (d) (1)) by one or more of the other corporations; and

“(B) the common parent corporation owns (within the
meaning of subsection (d) (1)) stock possessing at least 80

rcent of the total combined voting power of all classes of
stock entitled to vote or at least 80 percent of the total value
of shares of all classes of stock of at least one of the other
corporations, excluding, in computing such voting power or
value, stock owned directly by such other corporations.

“(2) BROTHER-SISTER CONTROLLED GROUP.—TWo or more cor-
porations if stock possessing at least 80 percent of the total com-
bined voting power of all classes of stock entitled to vote or at
least 80 percent of the total value of shares of all classes of stock
of each of the corporations is owned (within the meaning of sub-
section (d)(2)) by one person who is an individual, estate, or
trust.

“(3) Comminep grour.—Three or more corporations each of
which is a member of a group of corporations described in para-
graph (‘1) or (2), and one of which—

“(A) isa common parent corporation included in a group
of corporations described in paragraph (1), and also

“(B) is included in a group of corporations described in

. paragraph (2). 3
W (4) CERTAIN INSURANCE COMPANTES,—TWo0 or more insurance
26 USC 802, companies subject to taxation under section 802 which are mem-

bers of a controlled group of corporations deseribed in paragraph
(1), (2), or (3). Such insurance companies shall be treated as
a controlled group of corporations separate from any other cor-
porations which are members of the controlled group of corpora-
tions deseribed in paragraph (1), (2),or (8).
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“(b) CoxpoNeNT MEMBER—
“(1) Gexerar ruLe—For purposes of this part, a corporation
is a component member of a controlled group of corporations
on a December 31 of any taxable year (and with respect to the
taxable year which includes such ]gecem r 31) if such corpora-
tion—
“(A) is a member of such controlled group of corporations
on the December 31 included in such year and is not treated
as an excluded member under paragraph (2), or
“(B) is not a member of such eontroﬁed group of corpora-
tions on the December 31 included in such year but is treated
as an additional member under paragraph (3).
“(2) ExcLupep MEMBERS.—A corporation which is a member
of a controlled group of corporations on December 31 of any tax-
able year shall%l; treated as an excluded member of such group
for the taxable year including such December 31 if such corpor-
ation—
“(A) is a member of such group for less than one-half the
number of days in such taxable year which precede such
December 31,
“(B) isaxemgt from taxation under section 501 (a) (except 534 Stet- 163,
a corporation which is subject to tax on its unrelated business 26 usc so1, s11.
taxable income under section 511) for such taxable year,
“(C) is a foreign corporation subject to tax under section
881 for such taxable year, 20/ HBL: 861,
“(D) is an insurance company subject to taxation under
section 802 or section 821 (other than an insurance company ., s, ot 115
which is a member of a controlled group described in sub- 26 usc 802, s21.
section (a)(4)), or

( “(E) is a franchised corporation, as defined in subsection
) (4).
(3 ) ) s RS— A\ ‘morati Thiel

( DITION AL MEMBERS.—.\ corporation which

“(A) was a member of a controlled group of corporations
at any time during a calendar year,
“(g) is not a member of such group on December 31 of
such calendar year, and
“(C) is not described, with respect to such group, in sub-
aragraph (B), ('), (D), or (E) of paragraph (2),
shall be treated as an additional member of such group on Decem-
ber 31 for its taxable year including such December 31 if it was
a member of such %l‘oup for one-half (or more) of the number of
days in such taxable year which precede such December 31.

“(4) OvervaprING Grovps.—If a corporation is a component
member of more than one controlled group of corporations with
respect to any taxable year, such corporation shall be treated as a
component member of only one controlled group. The determina-
tion as to the group of which such corporation is a component
member shall be made under regulations prescribed by the Secre-
tary or his delegate which are consistent with the purposes of this

art.
“(¢) Cerrary Stook ExcLUDED.—

“(1) GeneEraL RULE—For purposes of this part, the term
‘stock’ does not include—

“(A) nonvoting stock which is limited and preferred as
to dividends,
“(B) treasury stock, and
“(C) stock which is treated as ‘excluded stock’ under para-
graph (2).
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“(2) STOCK TREATED AS ‘EXCLUDED STOCK'.—

“(A) PARENT-SUBSIDIARY CONTROLLED «rorr.—For pur-

of subsection (a) (1), if a corporation (referred to in

this paragraph as ‘parent corporation’) owns (within the
meaning of subsections (d) (1) and (e)(4)), 50 percent or
more of the total combined voting power of all classes of
stock entitled to vote or 50 percent or more of the total value
of shares of all classes of stock in another corporation
(referred to in this paragraph as ‘subsidiary corporation’),
the following stock of the subsidiary corporation shall be
treated as excluded stock—

“(i) stock in the subsidiary corporation held by a trust
which is gart of a plan of deferred compensation for the
benefit of the employees of the parent corporation or
the subsidiary corporation,

“(ii) stock in the subsidiary corporation owned by an
individual (within the meaning of subsection (d)(2))
who is a principal stockholder or officer of the parent
corporation. For purposes of this clause, the term ‘prin-
cigal stockholder’ of a corporation means an individual
who owns (within the meaning of subsection (d) (2)) 5
percent or more of the total combined voting power of
all classes of stock entitled to vote or 5 percent or more
of the total value of shares of all classes of stock in such
cm;pora.tion, or

“(iii) stock in the subsidiary corporation owned
(within the meaning of subsection (d)(2)) by an
employee of the subsidiary corporation if such stock is
subject to conditions which run in favor of such parent
(or subsidiary) corporation and which substantially
restrict or limit the employee's right (or if the emplogee
constructively owns such stock, the direct owner’s right)
to dis of such stock.

“(B) BROTHER-SISTER CONTROLLED GROUP.—For purposes of
subsection (a.)n(‘?&, if a person who is an individual, estate,
or trust (refe to in this paragraph as ‘common owner’)
owns (within the meaning of subsection (d) (2)), 50 percent
or more of the total combined voting power of all classes
of stock entitled to vote or 50 percent or more of the total
value of shares of all classes of stock in a corporation, the
following stock of such corporation shall be treated as

excluded stock—
“(i) stock in such corporation held by an employees’
it aeh trust deseribed in section 401(a) which is exempt from
26 USC 401, 501 tax under section 501 (a), if such trust is for the benefit

of the employees of such corporation, or

“(ii) stock in such corporation owned (within the
meaning of subsection (d) (2)2) by an emgloyee of the
corporation if such stock 1s subject to conditions which
run in favor of such common owner (or such corpora-
tion) and which substantially restriet or limit the
employee’s right (or if the employee constructively owns
sucli stock, the direct owner’s right) to dispose of such
stock. TIf a condition which %imlts or restricts the
employee’s right (or the direct owner’s right) to dispose
of such stock also applies to the stock held by the com-
mon owner pursuant to a bona fide reciprocal stock pur-
chase arrangement, such condition shall not be treated
as one which restricts or limits the employee’s right to
dispose of such stock.
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“(d) Rurrs ror DererdiuNiNg Stock Ow NERsHIP.—

%(1) PARENT-SUBSIDIARY CONTROLLED GROUP.—For purposes of
determining whether a corporation is a member of a parent-sub-
sidiary controlled group of corporations (within the meaning of
subsection (a) (1)), stock owned by a corporation means—

“(A) stock owned directly by such corporation, and
“{B; stock owned with the application of subsection

(e)(1).

“(2) BROTHER-SISTER CONTROLLED GROUP.—For purposes of de-
termining whether a corporation is a member of a brother-sister
contm]leﬁ up of corporations (within the meaning of subsec-
tion (a) (2)), stock owned by a person who is an individual, estate,
or trust means—

“(A) stock owned directly by such person, and
- B} stock owned with the application of subsection (e).
“(e) ConstrRUCTIVE OWNERSHIP.— ;

“(1) Oprions.—If any person has an o;ifion to acquire stock,
such stock shall be considered as owned by such person. For
purposes of this paragraph, an option to acquire such an option,
and each one of a series of such options, shall be considered as an
option to acquire such stock.

“(2) ArTrIBUTION FROM PARTNERsHIPS.—Stock owned, directly
or indirectly, by or for a partnership shall be considered as owned
by any partner having an interest of 5 percent or more in either
the capital or profits of the partnership in proportion to his in-
terest in capital or profits, whichever such proportion is the

ter.
“(3) ATTRIBUTION FROM ESTATES OR TRUSTS.—
“(A) Stock owned, directly or indirectly, by or for an
estate or trust shall be considered as owned by any beneficiar
who has an actuarial interest of 5 percent or more in sucﬁ
stock, to the extent of such actuarial interest. For pur-
s of this subparagraph, the actuarial interest of each
neficiary shall be determined by assuming the maximum
exercise of discretion by the fiduciary in favor of such bene-
ficiary and the maximum use of such stock to satisfy his
rights as a beneficiary.
“(B) Stock owned, directly or indirectly, by or for any
porition (i)f a rttr%‘St Ff whiIchfa pgg:on is c?nsldlemd the owner "~
under subpart E of part I of subchapter J (relating to grant- 684 Stat. 226.
ors and ufhers trea}t;)ed as substantifl)] 0\\’1153:'5) shfll begrcon- LIRSS
sidered as owned by such s)erson.
“(C) This paragraph shall not apply to stock owned by
any employees’ trust described in section 401(a) which is 534 Stat- 134,
~exempt from tax under section 501 (a). 26 USC 401, 501,
“(4) ATIRIBOTION FROM CORPORATIONS.—Stock owned, directly
or indirectly, by or for a corporation shall be considered as owned
by any person who owns (within the meaning of subsection (d))
5 percent or more in value of its stock in that proportion which
the value of the stock which such person so owns bears to the value
of all the stock in such corporation.
“(5) Srouse—An individual shall be considered as owning
stock in a corporation owned, directly or indirectly, by or for his
spouse (other than a spouse who is legally separated from the
individual under a decree of divorce whether interlocutory or
final, or a decree of separate maintenance), except in the case of
a corporation with respect to which each of the following condi-
tions is satisfied for its taxable year—
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“(A) The individual does not, at any time during such
taxable year, own directly any stock in such corporation;

“(B) The individual 1s not a director or employee and
does not participate in the management of such corporation
at any time during such taxable year;

s (é) Not more than 50 percent of such corporation’s %m
income for such taxable year was derived from royalties,
rents, dividends, interest, and annuities; and

“(D) Such stock in such corporation is not, at any time
during such taxable qear, subject to conditions which sub-
stantially restrict or limit the spouse’s right to dis of
such stock and which run in favor of the individual or his
children who have not attained the age of 21 years.

“(6) CHILDREN,GRANDCHILDREN, PARENTS, AND GRANDPARENTS.—

“(A) Minor cHiDREN.—An individual shall be consid-
ered as owning stock owned, directly or indirectly, by or for
his children who have not attained the age of 21 years, and,
if the individual has not attained the age of 21 years, the
stock owned, directly or indirectly, by or for his parents.

“(B) ApuLT CHILDREN AND GRANDCHILDREN.—An individ-
ual who owns (within the meaning of subsection (d)(2),
but without regard to this subparagraph) more than 50
percent of the total combined voting power of all classes of
stock entitled to vote or more than 50 percent of the total
value of shares of all classes of stock in a corporation shall
be considered as owning the stock in such corporation owned,
dlrecﬂ{l or indirectly, by or for his parents, grandparents,
gmndc ildren, and children who have attained the age of
21 years

“(C) Apoprep cumwp.—For purposes of this section, a
legally adopted child of an individual shall be treated as a
child of such individual by blood.

“(f) Oraer DeFINITIONS AND RULES.—

“(1) Emrrovee pEFINED.—For purposes of this section the
term ‘employee’ has the same meaning such term is given in sec-
tion 3306(1).

“(2) OPERATING RULES.—

“(A) I~ ceNErarL.—Except as provided in subparagraph
(B), stock constructively owned a person by reason;of
the application of paragraph (1), {2)_, Fg), (4), (5), or (6)
of su ion (e) sﬁn]l, for purposes of applying such para-
graphs, be treated as actually owned by such person.

“(B) MemeErs oF PAMILY.—Stock constructively owned b,
an individual by reason of the application of ps.ragrﬁgh (5
or (6) of subsection (e) shall not be treated as owned by him
for purposes of again applying such paragraphs in order to
make another the constructive owner of such stock.

“(8) Seecian ruLEs.—For purposes of this section—

“(A) If stock may be considered as owned by a person
under subsection (e)(1) and under any other paragraph of
subsection (e), it shall be considered as owned by him under
subsection (e; 1)

“(B) If stock is owned (within the meaning of subsection
(d)) by two or more persons, such stock shall be considered
as owned by the person whose ownership of such stock results
in the corporation being a component member of a controlled
group. If by reason of the preceding sentence, a corporation
would (but for this sentence) become a component member of
two controlled groups, it shall be treated as a component
member of one controlled group. The determination as to
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the group of which such corporation is a component member
sha.]%rba made under regulations prescribed by the Secretary
or his delegate which are consistent with the purposes of
this part.

#(C) If stock is owned by a person within the meaning of
subsection (d) and such ownership results in the corporation
being a component member of a controlled group, such stock
shall not be treated as excluded stock under subsection (c) (2% 4
if by reason of treating such stock as excluded stock the result
is tint such corporation is not a component member of a

controlled group of corporations.

“(4) FRANCHISED CORPORATION.—If—

“(A) a parent corporation (as defined in subsection gc
2)(A)), or a common owner (as defined in subsection (c
2) (B)), of a corporation which is a member of a controll
group of corporations is under a duty (arising out of a written
agreement) to sell stock of such corporation (referred to in

this paragraph as ‘franchised corporation’) which is fran-
chised to sell the products of another member, or the common
owner, of such controlled group; :

“(B) such stock is to be sold to an employee (or em-
ployees) of such franchised corporation pursuant to a bona
fide plan designed to eliminate the smcli ownership of the
parent corporation or of the common owner in the franchised
corporation;

“(C) such plan—

“(i) provides a reasonable selling price for such
stock, and

“(i1) requires that a portion of the employee’s share
of the pmts of such corporation (whether received as
compensation or as a dividend) be applied to the pur-
chase of such stock (or the purchase of notes, bonds,
debentures or other similar evidence of indebtedness of
such franchised corporation held by such parent corpo-
ration or common owner) ;

“(D) such employee (or employees) owns directly more
than 20 percent of the total \'a]lue of shaves of all classes of
stock in such franchised corporation ;

“(E) more than 50 percent of the inventory of such fran-
chised corporation is acquired from members of the con-
trolled group, the common owner, or both ; and

“(F) all of the conditions contained in subparagraphs
gA), B), (C), (D), and (E) have been met for one-half

or more) of the number of days preceding the December 31
included within the taxable year (or if the taxable year does
not include December 31, the last day of such year) of the
franchised corporation,

then such franchised corporation shall be treated as an exeluded

member of such group, under subsection (b)(2), for such tax-
able year.”

(b) DIsALLOWANCE OF SUTRTAX EXEMPITON AND _\CCUMULATED
Earviyes Creprr.—Section 1551 (relating to disallowance of surtax 84 Stat, 371.
exemption and accumulated earnings credit) is amended to read as y
follows:

“SEC. 1551. DISALLOWANCE OF SURTAX EXEMPTION AND ACCUMU-
LATED EARNINGS CREDIT.

“(a) In GeENERAL—If—

“(1) any corporation transfers, on or after January 1, 1951,
and on or before June 12, 1963, all or part of its property (other
than money) to a transferee corporation,
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“(2) any corfmrarion transfers, dirvectly or indirectly, after
June 12, 1963, all or part of its property (other than money) to a
transferee corporation, or

“(3) five or fewer individuals who are in control of a corpora-
tion transfer, directly or indirectly, after June 12, 1963, property
ﬂother than money) to a transferee corporation,

and the transferee corporation was created for the purpose of acquirin,

such property or was not actively engaged in business at the time o

such acquisition, and if after such transfer the transferor or transferors

are in control of such transferee corporation during any part of the
taxable year of such transferee corporation, then for such taxable year
of such tran:feree corporation the Secretary or his delegate may

(except as may be otherwise determined under subsection (d)) dis-

allow the surtax exemption (as defined in section 11(d)), or the

$100,000 accumulated earnings credit provided in paragraph (2) or

(3) of section 535(c), unless such transferee corporation shall estab-

lish by the clear preponderance of the evidence that the securing of

such exemption or credit was not a major purpose of such transfer.

“(b) ControL—For purposes of subsection (a), the term ‘control’
neans—

“(1) With respect to a transferee corporation described in sub-
section (a) (1) or (2), the ownership by the transferor corpo-
ration, its shareholders, or both, of stock possessing at least 80
percent of the total combined voting power of all classes of stock
entitled to vote or at least 80 percent of the total value of shares
of all classes of the stock; or

“(2) With respect to each corporation described in subsection
(a) (3), the ownership by the five or fewer individuals deseribed
in such subsection of stock possessing—

“(A) at least 80 percent of the total combined voting
power of all classes of stock entitled to vote or at least 80
percent of the total value of shares of all classes of the stock
of each corporation, and

“(B) more than 50 percent of the total combined voting
power of all classes of stock entitled to vote or more than 50
percent of the total value of shares of all classes of stock of
each corporation, taking into account the stock ownership of
each sugﬁo individual only to the extent such stock ownership
is identical with respect to each such corporation.

For purposes of this subsection, section 1563 (e) shall apply in deter-

mining tﬁe ownership of stock.

“(c) AvurHorrry oF THE SECRETARY Unper Twais Secrrox.—The
provisions of section 269 (b), and the authority of the Secretary under
such section, shall, to the extent not inconsistent with the provisions of
this section, be applicable to this section.”

(¢) TeCcHNICAL AMENDMENTS.—

(1) AxenpumeNnT oF SEcTION 802.—The second sentence of
section 802(a) (1) (relating to tax on life insurance companies)
is amended to read as follows: “Such tax shall consist of a normal
tax and surtax computed as provided in section 11 as though the
life insurance company taxable income were {he faxable income
referred to in section 11.” . .

(2) AMENDMENT OF SECTION 269.—Section 269(a) (relating to
acquisitions made to evade or avoid income tax) is amended by
striking out “then such deduction, credit, or other allowance shall
not be allowed” at the end of the first sentence and inserting in
lieu thereof “then the Secretary or his delegate may disallow sueh
deduction, credit, or other allowance”.
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(3) SPECIAL RULE FOR 52-33-WEEK YEAR—Section 441 Sf) (2)
(A) (relating to effective date with respect to special rules for
52-53-week year) is amended by striking out “In any case in
which the effective date or the applicability of any provision of
this title is expressed in terms of taxable years beginning or end-
ing with reference to a specified date” and inserting in lieu
thereof “In any case in which the effective date or the applica-
bility of any provision of this title is expressed in terms of tax-
able years geginning, including, or ending with reference to a
specified date”. 2

(4) Subchapter B of chapter 6 is amended by inserting after
the heading and before the table of sections the following:

“Part I. In general.
“Part I1. Certain controlled corporations,

“PART I—IN GENERAL”

&d) Errecrive Date—The amendments made by subsections (a)

and (c¢) shall apply with respect to taxable years ending after Decem-

ber 31, 1963. %Eile amendment made by subsection (b) shall apply

with respect to transfers made after June 12,1963,

SEC. 236. VALIDITY OF TAX LIENS AGAINST PURCHASERS OF MOTOR
VEHICLES,

(a) PurcHasers WirhHour Acrvan NoTIcE orR K NOWLEDGE oF
Liex.—Section 6323 (relating to validity of liens for Federal taxes)
is amended by redesignating subsection (d) as subsection (e) and by
inserting after subsection (c) the following new subsection :

“(d) Excerrion ix Case oF Moror VEHICLES.—

“(1) Exceprion.—Even though notice of a lien provided in
section 6321 has been filed in the manner preseribed in subsection

(a) of this section, the lien shall not be valid with respect to a
motor vehicle, as defined in paragraph (2) of this subsection, as
against any purchaser of such motor vehicle for an adequate and
full consideration in money or money’s worth if—

*(A) at the time of the purchase the purchaser is without
notice or knowledge of the existence of such lien, and

“(B) before the purchaser obtains such notice or knowl-
edge, he has acquired possession of such motor vehicle and
has not therenl:‘fltel' relinquished possession of such motor
vehicle to the seller or his agent.

*(2) Depixrriox oF MoTorR VEHICLE.—As used in this subsec-
tlon, the term *motor vehicle’ means a self-propelled vehicle which
is registered for highway use under the laws of any State or for-
eign country.”

{b) Liexs ror Esrare aAxp Girr Taxes.—Section 6324 (relating
to special lien for estate and gift taxes) is amended by adding at the
end thereof the following new subsection : '

“(d) Exceerion v Case or Moror Vemnrcres.—The lien imposed
hy subsection (a) or (b) shall not be valid with respect fo a motor
vehicle, as defined in section 6323(d) (2), as against any purchaser of

68A Stat. 149,
26 USC 441.

26 USC 6323.

26 USC e321.

26 USC 6324,
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such motor vehicle for an adequate and full consideration in money

or money’s worth if—

“(1) at the time of the purchase the purchaser is without notice
or knowledge of the existence of such lien, and

“(2) before the purchaser obtains such notice or knowledge, he
has acquired possession of such motor vehicle and has not there-
after relinquished possession of such motor vehicle to the seller or
his agent.”

(¢) CrERICAL AMENDMENTS.—

(1) Section 6323(a) is amended by striking out “subsection
(¢)” and inserting in lieu thereof “subsections (c) and (d)”.

(2) Section 6324 is amended by inserting after “subsection {c;
(relating to transfers of securities)” in subsections (a) and (b
the following: “and subsection (d) (relating to purchases of
motor vehicles)”.

(d) Erreorive DaTtes.—The amendments made by this section shall
apply only with respect to purchases made after the date of the enact-
ment of this Act.

SEC. 237. EXCLUSION OF EARNED INCOME OF CERTAIN UNITED
STATES CITIZENS WHO ARE RESIDENTS OF FOREIGN
COUNTRIES.

(a) RepuctioN oF Lzmmnom«—Subpara%mph (B) of section
911(c) (1) (relating to limitations on amount of exclusion) is amended
by striking out “$35,000” and inserting in lieu thereof “$25,000”.

(b) Errecrive Date—The amendment made by subsection (a)
shall apply to taxable years beginning after December 31, 1964.

SEC. 238. LOSSBES ARISING FROM CONFISCATION OF PROPERTY BY
CUBA.

Section 165 (relating to losses) is amended by redesignating subsec-
tion (i) as subsection (j) and by inserting after subsection (h) the
following new subsection :

“(1) (im'mm Properry Conriscatep By Cusa—For purposes of
this chapter, any loss of tangible property, if such loss arises from
expropriation, intervention, seizure, or similar taking by the govern-
ment of Cuba, any political subdivision thereof, or any agency or
instrumentality of the foregoing, shall be treated as a loss from a
casualty within the meaning of subsection (c¢) (3).”

SEC. 239. CREDIT OR REFUND OF SELF-EMPLOYMENT TAX.
Section 6511 (relating to limitations on credit or refund) is amended
by adding at the end of subsection (d) the following new paragraph:
“(5) SPECIAL PERIOD OF LIMITATION WITH RESPECT TO SELF-
EMPLOYMENT TAX IN CERTAIN casks.—If the claim for credit or
refund relates to an overpayment of the tax imposed by chapter 2
(relating to the tax on self-employment income) attributable to
an agreement, or modification o? an agreenment, made pursuant to
section 218 of the Social Security Act (relating to coverage of
State and local employees), and if the allowance of a credit or
refund of such overpayment is otherwise prevented by the oper-
ation of any law or rule of law other than section 7122 (relating
to compromises), such credit or refund may be allowed or made
if claim therefor is filed on or before the later of the following
dates: (A) the last day of the second year after the calendar
year in which such agreement (or modification) is agreed to by
the State and the Secretary of Health, Education, and Welfare,

or (B) December 31, 1965.”
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SEC. 240. EXTENSION OF TIME FOR PAYMENT OF ESTATE TAX ON
VALUE OF REVERSIONARY OR REMAINDER INTEREST IN
PROPERTY.

(a) Extension Uxper 1954 Copr.—Section 6163 (b) (relating to
extension of time for paying estate tax on value of reversionary or
remainder interest in property to prevent undue hardship) is amended
by striking out “not 1 excess of 2” and inserting in lieu thereof “or

riods not in excess of 3”,

(b) Extension Unper 1939 Cope.—Section 925 of the Internal
Revenue Code of 1939 (relating to periods of extension of time for
paying estate tax attributable to future interests) is amended by
striking out “not in excess of 2”7 and inserting in lieu thereof “or
periods not in excess of 3”.

(¢) Errecrive DaTe.—

(1) The amendment made by subsection (a) shall apply in
the case of any reversiona.rg or remainder interest only if the time
for payment of the tax under chapter 11 of the Internal Revenue
Code of 1954 attributable to such interest, including any exten-
sions thereof, has not expired on the date of the enactment of
this Act.

(2) The amendment made by subsection (b) shall app}y in
the case of any reversionary or remainder interest only if the
time for payment of the tax under chapter 3 of the Internal
Revenue gode of 1939 attributable to such interest, including
any extensions thereof, has not expired on the date of the enact-
ment of this Act.

Title III—Optional Tax On Individuals; Collec-
tion Of Income Tax At Source On Wages

SEC. 301. DI;‘SI‘,&(‘)]NAL TAX IF ADJUSTED GROSS INCOME IS LESS THAN

(a) OproNarn Tax.—Section 3 (relating to optional tax if adjusted
gross income is less than $5,000) is amended to read as follows:

“SEC. 3. 0;"5’1331\[5[. TAX IF ADJUSTED GROSS INCOME IS LESS THAN

“(a) TaxaprLe Years BrainNine IN 196+—In lien of the tax
imposed by section 1, there is hereby imposed for each taxable year
inning on or after January 1, 1964, and before January 1, 1965,

on the taxable income of every mdividual whose adjusted gross income
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000 and who has elected for such vear to

Ay

y
pay the tax imposed by this section, a tax as follows

for such

ear is less than §
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“Table II—Head of Household

“Taxable Years Beginning in 1964

= oo oooooooooCoooDoooooODooOOoODooOCoOooCoOoDooooDoooDoooDCCO00

e s e e e e e T

e e e e e ]

The tax ls—

SRR R R R R B R R IR IR a R RRINRARRRSCHEIRRRRERS39333

BN IERENErREIAsERRRNIRNNRNRRERAICNATIANERRITTIIITCCITSRRATRE

 RRERRRRAAREASHANEHISNARRRNSICNIIUCIRISRCRARNARCERARNITIARE

Income is—

SEREg B3R R R BN e S8 E e RN ARS8 B8RRI CES2RARNTIESBERRRESS

u.nﬁaﬁuﬁnﬂnﬁana.1.1.1.&.nﬁoﬁnﬁn&uﬁn&nﬁ&l-ﬂl-ﬂ&&&&aﬁl&l-ﬁ&&.&-mcq‘n.&.&*ﬂ*ﬂiﬂ*ﬂtﬁﬂﬂ&.ﬂﬂt‘ﬂﬂl«.&

EEEE R PPN S PR R EREEER R R R R R R R PR

n.1.1.nm,i.nﬁi.nn1-1.nﬁohnwoq2.1.13&11&1&&.&&-&&&&&&&&&&&&&&t&tﬂﬂttﬂl«t‘-ﬁﬂl«.ﬂlt{.&l«lﬂlﬂ

exemptions ls—

And the number of || If adjusted gross And the number of exemptions is—

wﬂ-oooo CooooDooOooSooooooooooooDooooDCooooooCooooODocooooooooCooDoo

wonoooooouooouuoooooﬂununu cocoooooooe nnaunnnnn’aw"w

The tax ls—

R oSN RRRY SRR R REReI g PR BT IRAEIERFRsecnagRareax

——— e e ot et o

If adjusted gross
income ls—

§8EEE8eE2R2RARNRNBRCITS8 0S80 CRREERUGEREIES83ESRSCRRARRARCLTS

JHE R N L e T T e e e e e e e e e e e L L L L L L L o

At
leasi

Lt SRR E I R RERE R R E RN P B SRR R R

R S N R R N . g . U U . L g g R L R R il e le ek Tt e e R L L L L T T




[78 StaT.

PUBLIC LAW 88-272—FEB. 26, 1964

132

“Table III—Married Persons Filing JOINT Returns

“Taxable Years Beginning in 1964
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“Table IV—Married Persons Filing SEPARATE Returns

“10 PERCENT STANDARD DEDUCTION

“Taxable Years Beginning in 1964
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“Table IV—Married Persons Filing SEPARATE Returns

“10 PERCENT STANDARD DEDUCTION
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6BA Stat. 10.
26 USC 4.

Ante, p. 129,
26 USC 3.
Ante, p. 19.
26 USC 1.

Ante, p. 23.
26 USC 141.

26 USC 143.

26 USC 6014.

Ante, p. 111,

26 USC 21.

26 USC 3402,

PUBLIC LAW 88-272—FEB. 26, 1964 [78 StAT.

(b) Rures ror OrrioNan Tax.—

(1) HUsBAND OR WIFE FILING SEPARATE RETURNS.—Subsection
(c) of section 4 (relating to rules for optional tax) is amended
to read as follows:

“(c) HusBaNDp or Wire FILING SEPARATE RETURN.—

“(1) A husband or wife may not elect to pay the optional tax
ungused by section 3 if the tax of the other spouse is determined
under section 1 on the basis of taxable income computed without
regard to the standard deduction.

*(2) Except as otherwise provided in this subsection, in the
case of a hushand or wife filing a separate return the tax imposed
by section 3 shall be—

“(A) for taxable years beginning in 1964, the lesser of the
tax shown in Table fV or Table V of section 3(a), and
“(B) for taxable years beginning after December 31, 1964,

;]:(l(li) )Iesser of the tax shown in Table IV or Table V of section
“(3) Neither Table V of section 3(a) nor Table V of section

3(b) shall apply in the case of a husband or wife filing a separate

return if the tax of the other spouse is determined with regard to

the 10-percent standard deduction; except that an individual
described in section 141(d) (2) may elect (under regulations pre-
scribed by the Secretary or his delegate) —
“(A) to pay the tax shown in Table V of section 3(a) in
lieu of the tax shown in Table IV of section 3(a), and
“(B) to pay the tax shown in Table V of section 3(b) in

lieu of the tax shown in Table IV of section 3 (b).

For ]purposes of this title, an election under the preceding sentence

shall be treated as an election made under section 141(d) (2).

“(4) For purposes of this subsection, determination of marital
status shall be made under section 143.”

(2) AMENDMENT OF SECTION 6014.—Section 6014(a) (relatin
to income tax return—tax not computed by taxpayer) is amende
by adding at the end thereof the following new sentence: “In the
case of a married individual filing a separate return and electing
the benefits of this subsection, neither Table V in section 3 (a) nor
Table V in section 3(b) shall apply.”

(3) TECHNICAL AMENDMENTS.—

(A) Subsection (a) of section 4 (relating to rules for
optional tax) is amended by striking out “table™ and insert-
ing in lieu thereof “tables”.

(B) Section 4(f) (relating to cross references) is amended
by adding at the end thereof the following new paragraph:

“(4) For nonapplicability of Table V in section 3(a) and Table

V in section 3(b) in case where tax is not computed by taxpayer,
see section 6014(a).”

(¢) Errecrive Dare—Except for purposes of section 21 of the

Internal Revenue Code of 1954 (relating to effect of changes in rates
during a taxable year), the amendments made by this section shall
apply to taxable years beginning after December 31, 1963,

SEC. 302. INCOME TAX COLLECTED AT SOURCE.

(a) PrreeNtTace MeTnon or WrrnnoLpiNGg.—Subsection (a) of sec-

tion 3402 (relating to requirement of withholding) is amended by
striking out “18 percent™ and inserting in lieu thereof “14 percent”.

(b) Wace Bracker Wrthsorpine.—Paragraph (1) of section

3402(e) (relating to wage bracket withholding) 1s amended to read
as follows:

“(1) At the election of the employer with respect to any em-
ployee, the employer shall deduct and withhold upon the wages
paid to such employee a tax determined in accordance with the
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“If the payroll period with respect to an employee is monthly—
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miscellaneous payroll period—

“If the payroll period with respect to an employee is a daily payroll period or a
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68A Stat. 357;
75 Stat. 536.
26 USC 1441,

Effective date.

February 28, 1964
[S. 298]

Small Business
Investment Act
Amendments of
1963.

72 Stat. 692;
75 Stat. 752.

15 USC 682.

Borrowing
power.

15 USC 683,

Assistance;
limitations.
15 USC 686.

PUBLIC LAW 88-273-FEB. 28, 1964 [78 StAT.

(e) Wrrunorning or Tax ox CERTAIN NONRESIDENT ALIENS.—Sub-
sections (a) and (b) of section 1441 (relating to withholding of tax
on nonresident aliens) are amended by striking out “18 percent” and
inserting in lieu thereof “14 percent”.

d) Erreorive Dates.—The amendments made by subsections (a)
and (b) of this section shall apply with respect to remuneration paid
after the seventh day following the date of the enactment of this Aect.
The amendment made by subsection (c¢) of this section shall apply with
Tes to payments made after the seventh day following the date
of the enactment of this Act.

Approved February 26, 1964.

Public Law 88-273
AN ACT
To amend the Small Business Investment Act of 1958.

Be it enacted by the Senate and House of Represeniatives of the
United States of America in Congress assembled, That this Act may
be cited as the “Small Business Investment Act Amendments of 1963”.

Skc. 2. The second sentence of section 302(a) of the Small Business
Investment Act of 1958 is amended by striking out “$400,000” and
inserting in lieu thereof “$700,000”, by striking out “three years” and
inserting in lieu thereof “five ?ears”, and by striking out “1961” and
inserting in lieu thereof “1963”.

Sec. 3. Section 303(b) of the Small Business Investment Act of
1958 is amended to read as follows:

“(b) To encourage the formation and growth of small business
investment companies, the Administration 1s authorized t'g.lbut; only to
the extent that the necessary funds are not available to the company
involved from private sources on reasonable terms) to lend funds to
such companies either directly or by loans made or effected in coop-
eration with banks or other lending institutions through agreements
to participate on an immediate or deferred (standb{) basis. Such
loans shall bear interest at such rate (in no case lower than the average
investment yield, as determined by the Secretary of the Treasury, on
marketable obligations of the United States outstanding at the time of
the loan involve%g and contain such other terms as the Administration
may fix, and shall be subject to the following restrictions and
limitations:

“(1) The total amount of obligations of any one company which
may be purchased and outstanding at any one time by the Admin-
istration under this subsection (including commitments to pur-
chase such obligations) shall not exceed 50 per centum of the paid-
%n capital and surplus of such company or £4,000,000, whichever is

ess,

“(2) All loans made under this subsection (bz shall be of such
sound value as reasonably to assure repayment.’

Skc. 4. Section 306 of the Small Business Investment Act of 1958 is
amended to read as follows:

“AGGREGATE LIMITATIONS

“Sgc. 3068. Without the approval of the Administration, the aggre-
gate amount of obligations and securities acquired and for which com-
mitments may be issued by any small business investment company
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